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“We provide reliable, affordable and environmentally

friendly power and energy management products to

support the growing global need for digital power.”




David B. Eisenhaure
President, Chief Executive Officer and
Chairman of the Baard

Fiscal year 2001 marked a record-setting year
for SatCon with revenues growing 34 percent
to $41.7 million, the highest annual revenue in
the company's history. We successfully raised
$23.4 million through the sale of common
stock and the exercise of warrants. We also
completed a 5,000,000 share distribution of
our Beacon Power ownership in an effort to
enhance value for our stockholders.

We also continued executing our plan to
grow through key acquisitions that increase
revenues, add manufacturing capabilities and
expand SatCon's market penetration with new
and enhanced products. In July, we acquired
Inverpower Controls Ltd. of Ontario, Canada,
a manufacturer of power electronics and con-
trol systems. The division, renamed SatCon
Power Systems Canada Ltd. provides power
electronics modules and systems that are an
important element of SatCon's high-quality,
high-reliability digital power products for alter-
native energy, distributed power generation
and power quality markets. The acquisition
expanded SatCon's product lines from sub-
megawatt to 100-megawatt and higher power
ranges; provided us with immediate product
offerings in high range UPS and power quality
products; supplied new customers, including
Siemens Westinghouse; and added critical
manufacturing capability. Additionally, SatCon's
international market opportunities were

enhanced by the Canadian facility's ability to

certify its products as UL and CE compliant.

to accommodate a variety of businesses

Through our product development and mar-
keting focus, we are working toward positioning
the company to be at the forefront of digital
power, Like the evolution of the personal com-
puter over the last twenty years, we see the
demand for premium digital power fundamen-
tally changing the way we will generate, store
and use electricity. To capitalize on opportu-
nities in this dynamic market, we organized
SatCon into three business units: SatCon Power
Systems, SatCon Semiconductor Products and
SatCon Applied Technology. Magmotor, Ling
Electronics and SatCon Power Systems Canada
form the Power Systems business unit; the FMI
and HyComp divisions have become the Semi-
conductor Products business unit; and our
Technology Center in Cambridge coupled with
Electronic Power Products in Baltimore now
form the Applied Technology business unit.

SatCon Power Systems business unit rev-
enues rose to $20.2 million, 43 percent over
2000. Revenue was driven by increased sales
of industrial automation equipment, including
our Maglev™ systems that we sell to Applied
Meaterials, machine tool motors, and high-power
electronics conversion and conditioning systems.
We also launched our new uninterruptible
power supply, or UPS, product line that is
designed to provide up to 2.0 megawatts of
power during power outages and to protect
against voltage surges and sags. The StarSine™
UPS family of products is modular;, with a

number of UPS power levels that is designed




from hotels and hospitals to offices and
manufacturing facilities. To meet the potential
demand for our technology and products,
we leased a 65,000 square foot facility in
Worcester, Massachusetts to replace our
17,000 square foot facility.

Also in fiscal year 2001, we created SatCon
Power Systems Canada Ltd., through which
we sell our Inverpower line of high-power AC
and DC power supplies, voltage regulators,
static switches and our unique Smart Predictive
Line Controller (SPLC). Our Inverpower prod-
ucts also include power electronics and controls
for alternative energy applications, including
industrial fuel cells, photovoltaics and other
on-site power generation sources, as well as
our power electronics conversion systems for
use with advanced battery UPS systems.

SatCon Semiconductor Products business
unit's revenue increased to $10.6 million, 28
percent over 2000. This growth was driven
primarily by sales in the RF (radio frequency)
product lines, including satellite uplink amplifiers
and commercial and military secure communi-
cations. We continue to see opportunities
for our standard hybrid microcircuit products
in commercial and mititary aerospace and
defense applications, medical equipment and
as components for digital power systems.

We have expanded on this base of RF
products and are developing innovative
standard and custom products for the com-
munications market. We strengthened our
RF competence by adding RF engineers to our
team, and we introduced a new line of high-
power aluminum nitride RF termination prod-
ucts that leverage our proprietary aluminum
nitride processing, RF design and high-volume
assembly capabilities. We are also developing
a high-speed (1.9 gigahertz) power amplifier
for telecommunications base stations for one
of the largest worldwide telecommunications
corporations and an even higher speed (5.8
gigahertz) amplifier that will serve as the back-
bone of wireless local area network bridge
applications for a leading US. communications

network equipment manufacturer.

The Applied Technology business unit rev-
enues grew to $10.9 million, a 26 percent
increase cver 2000. Contributing to this
increase were a General Dynamics Land
Systems contract to build a high-power den-
sity power conversion medule for a military
vehicle and a US. Navy contract to develop
power conversion modules and electronics
for the next generation “all-electric” ship. We
also continued work on the Department of
Energy's Advanced Integrated Power Module
program to develop low-cost power conver-
sion modules for electric and hybrid-electric
vehicles and as building blocks for the next
generation of power electronics control and
conversion systems.

In line with our legacy of bringing new tech-
nology and exciting and innovative products
to the marketplace, SatCon is developing the
use of silicon carbide-based power semicon-
ductors, which are being designed to further
advance the technology of high-power elec-
tronics such as those used in our PowerGate™
power conversion systems and other digital
power products including our MegaVerter™
and StarSne™ UPS systems.

As we reflect on our progress in 2001, we
would like to thank our stockholders for their
continued support and our employees for
their dedication and commitment to quality
and innovation. As we look forward to 2002,
we plan to continue executing our strategy
to develop and produce innovative new
products and become a recognized, leading
supplier of digital power products for the

global cornmunity.
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David B. Eisenhaure
President, Chisf Executive Officer and
Chairman of the Board
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electronic networks, SaCon beleves large
industrial and manufacturing operations repre- -
sent. a significant market potential for its UPS
and power guality systems.
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Distributed Power Generation
With the deregulation of the electric utility
industry, the ability to offer new forms of elec-
trical power generation such as distributed
power generation is creating new markets,
products and opportunities. Distributed power,
or on-site power independent of the electric
utility grid, locates power-generating capability
closer to the end user. The distributed gen-
eration of electrical power from natural gas
engines, clean diesels, microturbines, solar arrays,
wind turbines or fuel celt systems is potentially
an environmentally cleaner, more efficient and
more reliable means of producing electricity
compared to conventional generation and
distribution methods.

We developed a PowerGate™ power con-
version system that combines DC to DC

converters, DC to AC inverters, controllers

and control software. We also developed our

W are bullding cleaiieal power conversion and conirel

ar replace e clastie vy

GridLink™ utility interface that is designed to

allow distributed power generation systems
to operate in either grid-parallel (connected
to the grid) or grid-independent (disconnected
from the grid) modes. These products have
been developed for use in both residential
and larger industrial on-site power generation
systems. In addition, we have developed tech-
nologies to make modular inverter units that
can be combined and scaled to handle high-
power reguirements. Using this technology, we
developed the MegaVerter™ for use in con-
nection with large, commercial sized, power
generation systems that produce power rang-

ing from 200 kilowatts to 5 megawatts.
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Incustrial automation spans the breacth of
manufacturing systems and markets, from sim-
ple pick-and-place machines ¢ semiconductor
manufacturing equipment. These systems pro-
vide opporiurities for high-reliabiity motors and
actuators. magnetic suspension systems and
compact digital drives and centrcls. Clotal
competition and the neec for increasec
throughput and decreased downtime nas
required companies to become more efficiert
in their manufacturing processes and auto-
mated systems. Touch labor is being replaced
by roootics and compiex mecnanical systems

that can perform routines precisely, efficiently

ducticn of computer-based autormation systems,
orocesses have become smart and need smart
mechanicai systems to perform their aver

more complex routines.

Digtal contros and sofiware are oeing

comiined with oider tecancioges such as
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incustrial autormation. We design ard manu-
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nigh-perermance maotoers 1o suit ssed:

¢ aopli-
cations, such as our Maglev " semicencuctor
waler hanciing equioment. We typicdlly design
and manufacture specialty moters or unicue
custorner requirements such as nign power
fo-size recuirements or high efficency. We
celeve that cur technicai anc design excertise
enabies us o provide rap'd and resoonsive solu-

tions o customer's needs arc specfications.
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SatCon Semiconductor Products manufactures
and sells power chip components, power
switches, RF (radio frequency) devices, including
SatCon'’s satellite uplink amplifiers, aluminum
nitride terminations for RF applications and
power resistors for telecommunications, and
standard and custom hybrid microcircuits for
commercial and government aerospace, indus-
trial, medical and automotive markets. SatCon
sells RF components that are used in the Mobil
SpeedPass satellite uplink system, satellite tele-
vision and wireless Internet service, and ampli-
fiers for a variety of applications, including
government and commercial aircraft applications

and power resistors for cellular telephones,

i
We are highSspeedghigheiteqiiency,
Enag Dizhquiality
pigetess

Wireless telecommunications is a fast growing
market that spans applications from personal
cellular telephones to high-speed satellite uplinks,
Today, wireless telecommunications includes

not only cellular mobile radio but high-speed
uplinks for secure military communications,
wireless LANS, data links, a substitute for
building wiring, personal communications,
remote control of lighting and other functions.
We believe these trends will provide signifi-
cant market opportunities for high-speed,
high-reliability RF uplinks, embedded micro-
circuits, amplifiers, and other semiconductor
products. We manufacture a variety of RF
products for secure military communications
and satellite uplink electronics, and have intro- J
duced a new line of high-power aluminum ‘

nitride RF termination products.




SatCon Applied Technology develops advanced
technologies in digital power electronics, motors
and controls, and seeks to transition these
technologies into products with commercial
market revenue potential. SatCon Applied
Technology pursues revenue-producing devel-
opment contracts from both government

and commercial sources. Technical disciplines
represented include electro-mechanics, digital
and analog electronics, power electronics and
electronic packaging. thermal control, motor
dynamics, materials, software development
and control technology. electro-optics and
system integration. Emphasis s placed on
contracts that lead to products that can be
manufactured and sold by SatCon's two man-
ufacturing business units, Areas of product
development include distributed power gener-
ation, energy storage and power quality. high-

performance electric machinery, special-purpose

electric machinery. transportation systems
such as electric and hybrid-electric vehicles

and “all electric” ships and aircraft,

Eleewie

Under a contract with the US. Department of
Energy. SatCon is designing a power conversion
system for a new generation of hybrid-electric
vehicles. Under this government contract, we
expect to design a modular power conversion
system that can be manufactured at high vol-
ume and low cost. A modular building block
approach allows us to manufacture power
conversicn and control modules in stackable
sizes, rather than building specific sizes for
each different application. We believe that this
modular design will enable us to enhance our
manufacturing capabilities to produce power
conversion products for hybrid-electric vehi-

cles as well as distributed power generation

growe6h

systems and power conversion systems for
other digital power applications.

In addition, we are developing a line of
high-performance maotors for auxiliary uses, such
as auxillary pumps in fuel cell hybrid-electric
vehicles and for use in commercial and resi-
dential fuel cell power generation systems.
High-performance motors, electronics and
control systems for the DDX “all electric”
ship as well as a power conversion and con-
trol system for a military hybrid-electric vehi-
cle are also under development. We believe
these systems have significant potential as
high-reliability components for both govern-

ment and commercial products.

We are develeping power cormpencits for deere and
kyrdealectrie velhickes, nduding avtemeiies, milicary

wensperEdon systams and “all-clectrie” difps. 7




to the Buture

We are positioning SatCon 1o be at the fore-
front of what we see as a new revolution in
power. We believe that the world of power
will undergo a similar transformation to the
one that occurred in the world of signal and
data processing over the past 30 years. In

the 1970's, small entrepreneurial companies
revolutionized the computer industry through
personal computers. Like that opportunity, we
are positioning ourselves to grow our business
in the digital power marketplace while main-
taining the technical advantage to exploit

these opportunities in power technology.

We also believe that our technologies and
products have applications beyond distributed
power generation, and that we have estab-
lished successful customer relationships in
several digital power markets, such as power
quality. industrial automation, semiconductors
and RF comrmunications. With an established
business base and significant opportunities
ahead of us we remain confident in our

strategy and plans for the future.




Managem_eht’s Discussion and Analysis of

SATCON TECHNOLQOGY CORPORATION

Financial Condition and Results of Operatﬁo_né‘

OVERVIEW

We are developing enabling technologies for the emerging digital
" power marketplace which includes UPS systems, distributed power
generation and power quality. products. We manufacture power and
energy management products that convert, store and manage elec-
tricity for businesses and consumer$ that require high-quality, uninter-
ruptible power, We are utilizing our engineering and manufacturing
expertise to dévelop products that serve the digftal power market-
place, including UPS systems, power generation and power quantity
'products industrial automation motors and controls, power electron-
ics and controls, components for fuel cell and microturbine power gen-
eration ‘systems, hybrid-electric vehicles and flywheel energy storage

systems. We believe the family of products we are developing will
be integral components of 'distributed power generatlon and power

quality systems. .
We have expanded our busmess and capabilities through the
following acquisitions: :
K&D" Magmotor Corp—a manufacturer of custom and
standard electric'motors, acquired in January 1997.

Bl Film Microelectronics, Inc—a manufacturer of thin film
substrates and hybrid microelectronics, acquired in April 1997.
Inductive Components, Inc—a value-added supplier of
customized electric motors, acquired in January 1999.

B Lighthouse Software, Inc—a éupplier of control software for
machine tools, acquired in January 1999.

B HyComp, Inc.—a manufacturer of hybrid microelectronics,

~ acquired in April 1999.

Ling Electronics, Inc—a manufacturer of shaker vnbrann test
systems, power converters, amplifiers and controllers,
acquired in October 1995 ‘

E Inverpower Controls Ltd—a manufacturer of power electron-
ics modules and advanced high—speed digital controls, acquired
in July 2001. '

A

All of these acquisitions were accounted for using the purchase
method of accounting. In addition, in November 1999, we acquired
intellectual property, tooling and other assets from Northrop

Grumman Corporation, See Note O to our Consolidated Financial

Statements in this Annual Report for more information regarding
‘our acquisitions.

In May 1997, we formed Beacon Power Corporat\on ("Beacon
Power'") to develop stationary, terrestrial flywheel energy storage sys-
tems for commercial applications. On October 23, 1998, Beacon
Power completed a $4.8 ‘million private placement of its class D pre-
ferred stock and warrants to third-party investors, and we relinquished
significant control of Beacon Power. As of October 23, 1998, we
owned 0.1% of Beacon Power's voting stock and 67.0% of Beacon
Power's outsfanding capital stock. From June 1999 through March 31,
2000, Beacon Power was financed through the issuance of approxi-
mately $4.7 million of bridge notes and warrants to its investors,
including $1.0 million from us. On April 7, 2000, Beacon Power issued

1,226,141 shares of its class £ redeemable preferred stock and war-.

rants to purchase 306,535 shares of its class E preferred stock'in
exchange for the conversion of all of its outstanding bridge notes of

which we received 347,407 shares of Beacon Power's Class E pre-
ferred stock and a warrant to purchase 86,852 shares of its class E
preferréd stock. As of April 7, 2000, we owned |1.0% of Beacon
Power's voting stock and 61.0% of Beacon Power's outstandlng capital
stock. On April 21, 2000, Beacon Power raised an additional $4.1 mil-
lion through the sale of additional bridge .notes and warrants to pur-
chase 82,000 shares of Beacon Power's common stock. We did not
participate in this financing. On May 23, 2000, Beacon Power issued

. 6,785,711 shares of its class F preferred stock and additional warrants
to purchase shares of Beacon Power's common stock. The shares of

class F preferred stock and the additional warrants were issued in con-

'sideration for the cancellation of_ $5.2 million in bridge notes and an
" additional $23.3 million cash investment by existing and new investors.

We did not participate in this financing either. As of May 23, 2000, we
owned 3.5% of Beacon Power’s voting stock and 33.0% of Beacon
Power's outstanding capital stock. As of September 30, 2000, we

-owned .3.5% of Beacon Power’s voting stock and 32.1% of Beacon

Power's outstanding capital stock on a common equivalent basis after
taking all dividend accruals into account. On November 22, 2000,
Beacon Power completed an initial public offering of its common stock
and issued 8,000,000 shares of its common stock at $6.00 per share.
Upon the closing of Beacon Power's initial public offering, each share of
Beacon Power's class A, C, D, E and F preferred stock was converted
into two shares of Beacon Power's common stock, or 29,359,530
shares of common stock, of which we received 9,691,440 shares of

- Beacor Power's common stock. In addition, upon the closing of

Beacon Power’s initial public offering, Beacon Power issued 873,794
shares of common stock in payment for consulting fees and accrued

dividends on Beacon Power's class D and E preferred stock, of which”

we received 11,098 shares of Beacon Power's common stock. After
these events, we owned approximately 25.0% of Beacen Power's out-
standing voting stock. On December 9, 2000, Beacon Power issued
an additional 1,200,000 shares of its common stock at $6.00 per share
to cover over-allotments.. As of December |9, 2000, we owned
approximately 24.2% of Beacon Power's outstanding voting stock, On:

‘December 20, 2000, 'Beacon Power issued 985,507 shares of Beacon
. Power's common stock in connection with the cashless exercise of

warrants to purchase common stock. As of December 20, 2000, we
owned .approximately 23.7% of Beacon Power’s outstanding voting
stock. On December 22,-2000, Beacon Power issued 997,369 shares
of Beacon Power's common stock in connection with the cashless
exercise of warrants to purchase commen stock. As of December 22,
2000, we owned approximately 23.1% of Beacon Power's outstanding

voting stock. On September 28, 2001, we distributed 5,000,000 shares - -

of Beacon Power comman stock to our stockholders. After the distri-
bution, we owned approximately | 1.0% of Beacon Power's outstand-
ing voting stock. As of September 30, 2001, the Beacon Power

" common stock'held by us had a fair value of $7,152,983.

* The results of our operations include a $3.1 million loss 'of Beacon
Power from May 8, 1997 to December 24, 1997 under the consolida-
tion method of accounting: On December 24, 1997, we began
accounting for our investment in Beacon Power in accordance with
SEC Staff Accounting Bulletin No. 30/Topic 5.E (SAB 30), "“Accounting

" for Divestiture of a Subsidiary or Other. Business Operation,” and have




Management's LDisCcussion and Analysis ot

Financial Condition and Results of Operations

(Continued)

included 100% of Beacon Power's $7.1 million loss for the period from
December 25, 1997 through May 1999 in a manner similar to the
equity method of accounting, at which time, our initial investment of
$1.9 million, the $30,000 additional investment and the additional
deemed investment of $4.8 million and accrued dividends of $410,000
had been written down to zero. In June 1999, we committed up to
$1.0 million of additional financing to Beacon Power, representing a
minority share of a funding commitment received by Beacon Power,
" and we began accounting for our investment in Beacen Power under
the equity method of accounting and have included in our results
through November 16, 2000 our share of Beacon Power's lcsses of
$1.7 milion. As of November 16, 2000, our additional investment in
Beacon Power had been reduced to zero and our contingent obliga-
tion to Beacon Power's Class D preferred stockholders was $5.8 mil-
lion. On November 17, 2000, Beacon Power listed its common stock
oln‘The Nasdaq National Market®. In connection with the listing, the
put right granted to the Class D preferred stockholders of Beacon
Power was terminated and the contingent obligation to Class D pre-
ferred stockholders of Beacon Power was reclassified to additional
paid-in capital. On November 22, 2000, Beacon Power completed an
inftial public offering of its common stock. In accordance with SEC Staff
Accounting Bulletin No. 51, our investment in Beacon Power and addi-
tional paid-in capital was written up to reflect our beneficial interest in
the book value of the stockholders' equity of Beacon Power on
November 22, 2000, which was approximately $15.0 million, less losses
- previously recorded in connection with the put right obligation in the
amount of $5.8 million, for a net gain of $9.1 million. On December 19,
2000, Beacon Power issued an additional 1,200,000 shares of its com-
mon stock at $6.00 per share to cover over-allotments. Our invest-
ment and additional paid-in capital was written up by $1.6 million in
accordance with SAB No. 51 to reflect our beneficial interest in the
increase in book value of the stockholders’ equity of Beacon Power at
December 19, 2000. After the write-up of our investment in Beacon
Power, we continued to account for our investment in Beacon Power
through September 28, 2001 under the equity method of accounting
and recorded our share of losses of $5.1 million from Beacon Power.
Upon the distribution of the 5,000,000 shares, we recorded the dis-
tribution of the 5,000,000 shares as a reduction of additional paid-in
capital based on the book value per share prior to the distribution, or
$0.59 per share. After the distribution, we owned approximately
|1.0% of Beacon Power's outstanding voting stock. Additionally, we
have determined that we do not have the ability to exercise significant
influence over the operating and financial policies of Beacon Power
and, therefore, now account for our investment in Beacon Power using
the fair value method as set forth in SFAS No. 15, “Accounting for
Certain Debt and Equity Securities” We are no longer required to
record our share of any losses from Beacon Power and the investment
is carried at fair value and designated as available for sale and any unre-
alized holding gains or losses to be included in stockholders' equity as a
component .of accumulated other comprehensive income/(loss). As of
September 30, 2001, the Beacon Power common stock had a fair value
of $7,152,983 and we recorded an unrealized gain of $4,364,035 in
stockholders’ equity as a component of accumulated other compre-
hensive income/(loss). Additionally, we have a warrant to purchase
173,704 shares of Beacon Power's common stock that has an exercise

-10

price of $1.25 per share and expires in 2005, We account for this war-
rant in accordance with SFAS No. 133 and, therefore, record the war-
rant at its fair value. As of September 30, 200!, the warrant to
purchase Beacon Power common stock had a fair value of $201,436

and is included in warrants to purchase common stock on the accom-

panying balance sheet.

We recognize revenue from product sales in accordance with Staff
Accounting Bulletin No. 101, "Revenue Recognition.” Product revenue
is recognized when there is persuasive evidence of an arrangement,
the fee is fixed or determinable, delivery of the product to the cus-
tomer has occurred and we have determined that collection of the fee
is probable, Title to the product generzlly passes upon shipment of the
product as the products are shipped FOB shipping point, except for
certain foreign shipments. If the product requires installation to be
performed by us, all revenue related to the product is deferred and
recognized upon the completion of the installation. We provide for a
warranty reserve at the time the product revenue is recognized.

We perform funded research and development and product devel-
opment for commercial companies and government agencies ‘under
both cost reimbursement and fixed-price contracts. Cost reimburse-
ment contracts provide for the reimbursement of allowable costs and,
in some situations, the payment of a fee. These contracts may contain
incentive clauses providing for increases or decreases in the fee
depending on how costs compare with a budget. On fixed-price con-
tracts, revenue is generally recognized on the percentage .of comple-
tion method based upon the proportion of costs incurred to the total
estimated costs for the contract. Revenue from reimbursement con-
tracts is recognized as services are performed. In each type of con-
tract, we receive periodic progress payments or payment upon
reaching interim milestones and retain the rights to the intellectual
property developed in government contracts. All payments to us for
work performed on contracts with agencies of the U.S. government
are subject to audit and adjustment by the Defense Contract Audit
Agency. Adjustments are recognized in the period made. When the
current estimates of total contract revenue and contract costs for
commercial product development contracts indicate a oss, a provision
for the entire loss on the contract is recorded. Any losses incurred in
performing funded research and development projects are recognized
as funded research and development expenses as incurred.

Cost of product revenue includes cost of product revenue including
material, labor and overhead. Costs incurred in connection with

funded research and development and other revenue arrangements

and other revenue are included in funded research and development
and other revenue expenses. '

We have incurred significant costs to develop our technology and
products. These costs have exceeded total revenue. As a result, we
have incurred net losses in each of the past five years. As of
September 30, 2001, we had an accumulated deficit of $64.5 million.
We intend to increase our capital expenditures and operating
expenses to expand our manufacturing capabilities and for general cor- ‘
porate purposes, including product development activities, sales and
marketing and administrative activities. Because we expect to continue
to invest in our business ahead of anticipated future revenue, we
expect 1o incur operating losses for at least the next two years.




SPECIAL NOTE REGARDING
FORWARD-LOOKING INFORMATION

This Annual Report contains or incorporates forward-looking state-

ments within the meaning of section 27A of the Securities Act of 1933
and section 21E of the Securities Act of 1934. You can identify these
forward-looking statements by our use of the words “believes,”
“anticipates,” "'plans,” "expects,” “may,”. "will” "intends,’ “estimates,”
and similar expressions, whether in the negative or in the affirmative.
Although we believe that these forward- looking statements reasonably

reflect our plans, intentions and expectations, our actual resuits could |
differ materially from the plans, intentions and expectations disclosed

in the forward-looking statements we make. We have included impor-
“tant factors in the cautionary statements below under the heading

“Factors Affecting Future Results' that we believe could cause our

* actual results to differ materially from the forward-looking statements
that we make. We do not intend to update information contained in
any forward-looking statements we make.

RESULTS OF OPERATIONS

Fiscal Year Ended September 30, 200] Compared to
Fiscal Year Ended September 30, 2000 :

- Product revenue. Product revenue increased by $8.4 million or 37%
from $22.4 million to $30.8 million. The increase was attributable to
$6.1 million of increased revenue from Power Systems, of which Ling

Electronics accounted for $4.9 million, magnetic levitation products -

and high-performance motors accounted for $666,000 and power
products accounted for $521,000; primarily as a resuft of our acquisi-
tion of Inverpower. $2.3 million of mcreased revenue was attributable
to Semiconductor Products.

Funded research and development and other revenue. Funded research

and development and other revenue increased by $2.3 million or 26%

from $8.6 million to $10.9 miliion. This increase was primarily attribut-'

able to $2.7 million in funded research and development revenue from
a new program to deve\op high power converter assemblies for the
- US. Navy's next generation of modern “all-electric” ships offset by a
_ reduction of $400,000 in funded research and development revenue
from a Department of Energy program to develop low-cost power
conversion ' modules for electric and hybrid-electric vehicles. For the
fiscal years ended September 30, 2001 and 2000, revenue from com-

mercial contracts, which represents other revenue, is included in’
funded research and development and other revenue and amounted .

to $663,000 and $763,000, respectively.

Cost of product revenue, Cost of product revenue mcreased by -

$8.8 million or 46% from $19.1 ‘million to $27.8 million. The increase
was primarily attributable to the increase in product revenue. In addi-
tion, for the fiscal year ended September 30, 2001, we provided a
$1.2 million reserve for excess and obsolete inventory as compared to
$659,000 for the fiscal year ended September 30, 2000. Gross margin
from product revenue as a percentage of product revenue decreased
from 5% to "1 0%. ‘ '

Funded research and devel opment and- other revenue expenses
* Funded research and development and other revenue expenses

increased by $598,000 or 9% from $6.8 milion to $7.4 million. The ’

‘increase was primarily attributable to $1.9 million in funded research

SATCON 'TECHN‘OLOGY ’CCRPORATION

and deveiopment expenses from the U.S. Nav'y program offset by the

related to the Department of Energy program. For the fiscal years

.ended September 30, 2001 and 2000, costs and expenses from com-

" reduction of $1.0 million of research and development expenses,

mercial contracts, which represents other revenue expenses, are |

included in funded research and development and other revenue and
amounted to $485, 000 and $398,000, respectively.

Unfunded research and development expenses. Unfunded research
and development expenses increased by $2.8 million or 80% from

- $3.5 million to $6.2 million. The increase is due to increased focus on

internally funded research and development projects including the
power inverter for an on-site power generation system and our

"250 kilowatt and 2.0 megawatt UPS and power quality systems,

Selling, general and adrﬁmv/strotive expenses. Selling, general and
administrative expenses .increased by $3.6 million or 36% from
$10.0 million-to $13.6 million. -The increase was primarily due to an
increase in selling expenses. associated with the $10.6 million increase
in total revenue and the inclusion of Ling Electronics for the entire fis-
cal year ended September 30, 200! and Inverpower from July 13, 2001
to September 30, 2001, For the fiscal year ended September 30; 2001,

we provided a $541,000 reserve for doubtful accounts as compared to
$266,000 for the fiscal year ended September 30, 2000, In addition, we.

. recorded charges of $223,000, $175,000, $150,000 and $111,000 in

settlement of litigation, consolidation of facilities, write-off of impaired

assets and for 'acceleration of a stock option award vesting schedule,

respectively, during the fiscal year ended September 30, 2001,
Write-off of public offering costs. On April 25,-2001, we converted

‘our régistration statement: we initially filed with the Securities and .

Exchange Commission on October 30, 2000 to a shelf registration.

statement. We have expensed $1. 4 million of equity ﬂnancmg costs

. incurred in connection with'the registration statements.

Amortization of intangibles. Amortization of intanglbles increased by

" $145,000 or 12% from $1.2 miliion to $1.4 million. The increase was

the result of amortization of intangibles recorded in connection with
the acquisitions of Ling Electronics in October 1999, certain intellec-,

* tual property and other intangible assets from Northrop Grumman in

November 1999 and certain intangible assets from Inverpower
Controls Ltd. in July 2001. In addition, during 2001, we wrote-off an
impaired intangible asset with a net book value of $61,000.

Net unrealized loss.on warrants to purchase common stock. During the
fiscal year ended September 30, 2001, we began accounting for our
warrants to purchase Mechanical Technology Incorporated's common

accordance with SFAS No. 133, and, therefore, we have recorded

“stock and the warrant to purchase Beacon Power's common stock in

these warrants at their fair value at September 30, 2001 and recorded.

an unrealized loss .of $1.5 million dur\ng the fiscal year ended

* September 30, 2001.

Other income (loss). Other income increased to: $584 000 or 27%

from $460,000. The increase is the result of cash and cash equivalents

being maintained in interest bearing accounts offset by an increase in
interest expense associated with the increase in debt. :
Loss from Beacon Power Corporation: Loss from Beacon Power
Corporation increased by $4.2 million from $899,000 to $5.1 million.
In connection with Beacon - Power's initial _public offering in

November 2000, our investment in Beacon Power'and additional paid-in®
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capital was written up to reflect our beneficial interest in the book
value of the stockholders’ equity of Beacon Power, which was approx-
imately $16.6 million, less losses previously recorded in connection
with the put right obligation in the amount of $5.8 million for a net
gain of $10.7 million. After the write-up of our investment in Beacon
Power, we continued to account for our investment in Beacon Power
under the equity method of accounting and recorded our share of
losses of $5.1 million from Beacon Power for the fiscal year ended
September 30, 2001.

Cumulative effect of change in accounting principle. On October |,
2000, we began accounting for our warrants to purchase Mechanical
Technology Incorporated's Common Stock in accordance with SFAS
No. 133 and, therefore, recorded a cumulative unrealized loss of
$1.0 miltion as of October |, 2000. On June 30, 2001, we began
accounting for warrants to purchase our common stock that are desig-
nated as a liability in accordance with EITF 00-19, "Accounting for
Derivative Financial Instruments Indexed. to, and Potentially Settled
in, 2 Company's Own Stock," and, therefore, recorded a cumulative
unrealized gain of $854,000 as of June 30, 2001 to record the warrants
at fair value,

Fiscal Year Ended Septemb@r 30, 2000 Compared to
Fiscal Year Ended September 30, 1999

Product revenue. Product revenue increased by $13.3 million or
146% from $9.1 million to $22.4 million. The increase was attributable
to $11.3 million of increased revenue from Power Systems, of which
Ling Electronics accounted for $7.4 million, magnetic levitation prod-
ucts accounted for $2.3 million, high-performance motors accounted
for $1.3 million and power products accounted for $287,000. $2.0 mil-
lion of increased revenue was attributable to Semicanductor Products.

Funded research and development and other revenue. Funded
research and development and other revenue increased by $2.3 million
or 36% from $6.4 million to $8.6 million. This increase was attributable
to an additional $2.4 million in funded research and development rev-
enue from a Department of Energy program to develop low-cost
power conversion modules for electric and hybrid-electric vehicles and
was partially: offset by our increased focus on internally funded
research projects including the development of power conversion
products for the distributed power generation market. For the fiscal
vears ended September 30, 2000 and 1999, revenue from commercial
contracts, which represents other revenue, Is included in funded
research and development and other revenue and amounted to
$763,000 and $768,000, respectively.

Cost of product revenue. Cost of product revenue increased by
$9.6 million or 100.5% from $9.5 million to $19.1 million. The increase
was primarily attributable to the increase in product revenue offset by
improved plant utilization at MagMotor and Film Microelectronics.
Gross margin from product revenue as a percentage of product rev-
enue increased to 15% from (4%).

Funded research and development and other revenue expenses.
Funded research and development and other revenue expenses
increased by $1.0 million or 17.5% from $5.8 million to $6.8 million.
The increase was primarily attributable to an additional $1.8 million

“in funded research and development expenses related to the
Department of Energy brogram. For the fiscal years ended
September 30, 2000 and 1999, costs and expenses from commercial
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contracts, which represents other revenue expenses, are included in
funded research and development and other revenue expenses and
amounted to $398,000 and $704,000, respectively. . ]

Unfunded research and development expenses. Unfunded research
and development expenses increased by $2.7 million or 375.5% from
$726,000 to $3.5 million. The increase was primarily attributable to an
additional $I1.1 million in unfunded research and development
expenses related to the Department of Energy program.

Selling, general and administrative expenses. Selling, general and
administrative expenses increased by $1.2 million or [3% from

" $8.8 million to $10.0 million. The increase was primarily due to the

inclusion of $2.9 million of costs from Ling Electronics, $800,000 of
costs for facilities and staffing in an effort to meet expected growth
and demand for our products and the inclusion of a full year of.
expenses related to inductive Components and Lighthouse Software
which were acquired in January 1999 and HyCemp which was
acquired in April 1999. These increases were offset by the recording of
$2.2 million of non-cash stock-based compensation expense related to
the issuance of stock options and warrants to consultants and
$1.0 million of additional reserves for unbilled contract costs and fees
and accounts receivable in 1999, Based on the facts and circumstances
during 1999, we established a reserve of $521,000 for unbilled con-
tract costs and fees related to a contract with the Department of the
Air Force which was terminable by the Department of the Air Force if
it determined that we were in default under the contract as discussed
in Note H to our financial statements. In addition during 1999, we
provided $513.000 in reserve for unbilled contract costs and fees and
accounts receivable to properly reflect the reserve requirements.

Amortization® of intangibles. Amortization of intangibles increased
$846,000 or 228% from $371,000 to $1.2 million. This increase was
the result of amortization of intangibles recorded in connection with
the acquisitions of Inductive Components and-Lighthouse Software in
January 1999, Ling Electronics in October 1999 and certain intellectual
property and other intangible assets from Northrop Grumman in
November 1999.

Other income (loss). Other income increased to $460,000 from
$224,000 of other loss. The increase was the result of an increase in
cash and cash equivalents being maintained in interest-bearing
accounts and a decrease of interest expense associated with our line
of credit. ’ ]

Loss from Beacon Power Corporation. Loss from Beacon Power
decreased by $3.4 million or 79% from $4.3 million to $899,000. .
During the fiscal year ended September 30, 2000, we recorded our
share of Beacon Power's losses of $899,000, under the equity method
of accounting. As of December 31, 1999, our investment in. Beacon
Power had been reduced to zero, however, we continued to record
losses from Beacon Power to the extent of additional interest accrued
on the contingent obligation 1o the class D preferred stockholders of
Beacon Power. During the fiscal year ended September 30, 1999, we
recorded 100% of Beacon Power's losses of $3.6 million in accordance
with SAB Topic 5.E., in a manner similar to the equity method of
accounting through May 1999 and in June 1999, we began accounting
for our investment in Beacon Power under the equity method of
accounting and recorded our share of Beacon Power's losses of
$734,000 from june 1999 to September 1999,




SATCON TECHNOLOGY CORPORATION -

QUARTERLY RESULTS OF OPERATIONS

The following table presents unaudited quarterly statement of operations data for the eight quarters ended September 30, 2001, This data has been
prepared on a basis consistent with our audited financial statements included elsewhere in this Annual Report. This data includes all adjustments,
consisting sclely -of normal recurring adjustments, that we believe necessary for a fair presentation of this information. The operating results for any
quarter are not necessarily indicative of results to be expected for any future period. : '

Three Months Ended

“June 30,

13685 13,642

LIQUIDITY AND CAPITAL RESOURCES

Since inception, we have financed our operations and met our capi-
tal expenditure requirements' primarily through the sale of private
equity securities, public 'security offerings, borrowmgs on our expired
line of credit and capital equipment leases.

As of September 30,-2001, our cash, cash equivalents and" mar-
ketable securities were $20.9 million, an increase of $12.1 million from
September 30, 2000. Cash used in operating activities for the fiscal
year ended September 30, 2001 was $11.0 million as compared 1o

$5.5 million in 2000. Cash used in operating activities during the fiscal
year ended September 30, 2001 was primarily attributable tc our net
loss offset by non-cash items such as depreciation and amortization,
increases in allowances for uncollectible accounts and excess and
obsolete inventory, loss from Beacon Power, net unrealized loss from
warrants to purchase common stock, write-off of impaired assets,
amortization of prepaid consulting costs, ron-cash compensation
expense, commen stock issued in connection with d settlement agree-
ment, cumulative effect of changes in accounting prmop\es and
changes in working capital.

; ' Sept. 30, June 30, Mar 31, Dec.3l, Sept. 30, Mar.-31, Dec, 31,
(in thousands, except per share data) 200! 2000 2001 2000 2000 2000 2000 1999
Statement of Operations Data .
Revenue: - : .
Product revenue : $ 7,290 $7,563 $8504 $7,423 $8159. $5459 $5648 3,16t
Funded research and development and other revenue 2,725 © 3,077 3,032, 2,071 2,102 3235 1,896 1,395
Total revenue .. e s e - 10,015 10,640 11,536 9,494 10261 8,694 7,544 4,556
Operating costs and expenses: ] . ' .
Cost Of ProAUCT FEVENUE ..vvuvviivveerccmmsesssmmsssessssssssssssmsssssestmssssrsssssssoces 8,744 6,226 6,773 6,098 - 6,583 4,599 4,886 3,001
Research and development and other revenue expenses: : o B )
Funded research and development and ' :
other revenue expenses 1,648 - 2,077 2,282 1,439 1,415 2,741 1,598 1,094
Unfunded research and development expenses....... 1,918 1,478 1,520 1,239, 1,326 1,203 295 629
Total research and development and
other revenue expénses 3,566. 3,555 3,802 2,678 - 274l 3944 [,893 1,723
Selling, general and administrative expenses .. 4,085 - 3,560 3,065 2,744 - 2963 © 1555 24120 2,032
Write-off of public offering costs —_— 95 - 1,325 - — — — L —
Amortization of intangibles 394 323 323 323 322 323 329 243
Total operating costs and expenses 16,889 13,759 15,388 1.1,843 ° 12,605 11,421 9,528 6,999
" Operating OSS omrrsn rns s s e o e (6,874)  (3,019)  (3,852) (2,349) (2348) (2727) (1984) (2443)
Net unrealized gain (loss) on warrants to ‘ : . ' . :
purchase common stock (1,255) 768 (787) (205) — — — —
Other income - 24] 116 113 13 185 146 99 - 30
Net loss before equity loss from Beacon Power Corporation : ‘ ‘ K
and cumulative effect of changes in accounting principles......... (7,888) (2,235) (4,526) (2,441) (2,163) (2581) (1.,885) (2413)
Equity loss from Beacon Power Corporation. . C(1,368)  (0,303) (1,845) - (349) (72) (116) (148) (563)
Net loss before cumulative effect of changes S . )
in accounting principles (9,256)  (3,538) (6,371) (2,990) = (2235) (2697) (2,033) (2976)
Cumulative effect of changes in accounting principles —_— - 854 —  (1,022) — — — —
INET 0SS 11vmissssmesess st st s s (9,256) © (2,684) (6,371) (4,01Z) - (2.235) (2697) © (2033) (2976)
Accretion of redeemable convertible preferred stock discount — L —_ — — —  (2850)  (156)
Cumulative effect of change in accounting principle —_ (1,941) — —_ — — — —
Net loss attributable to common stockholders $(9,256) $(4,625) $(6,371) $(4,002) $(2235) $(2657) $(4983) $(3,132)
Net loss before cumulative effect of changes in-accounting .- : . . o :
principles per. weighted average share, basic and diluted........ou.... $ (0.56) $ (0.24) $ (0.46) $ (0.22) $ (0.16) $ (020) $ (040) $ (029)
Cumulative effect of changes in accounting principles . . ) ST
per weighted average share, basic and diluted.....minins — . (0.08) - (0.07) — — — —
Net loss attributable to common stockholders per . . .
weighted average share, basic and diluted.....cne, s $ (0.36) $ (0.32) $ (0.486) $ (0.29) % (0.16) $ (020) % (040) $ (029)
Weighted average number of commonvshares, basic and diluted.... 16,473 14,492 13,870 13,828 12,398 10,793
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Cash used in investing activities during the fiscal year ended
September 30, 2001 was $11.8 million as compared to-$2.9 million in
2000. Net cash used in investing activities during the fiscal year ended
September 30, 2001 included purchases of marketable securities of
$9.8 million and capital expenditures of $2.2 million. We estimate that
we will spend an additional $2.0 million on capital expenditures
through fiscal year 2002 primarily at our Power Systems Division to
expand our capacity to manufacture .our power conversion products.
We expect these additions will be financed principally from lease
financing and, to a lesser extent, cash on hand.

Cash provided by financing activities for the fiscal year ended
September 30, 2001 was $25.1 million as compared to $14.7 million in
2000. Net cash provided by financing activities during the fiscal year
ended September 30, 2001 includes $17.1 million of proceeds from
the sale of common stock, $7.0 million from the exercise of common
stock options and warrants and $1.5 million of proceeds from lease
financing offset by $446,000 of repayment of long-term debt. In
December 2000, we completed financing under an agreement for the
lease of certain production equipment in the amount of $1.5 million
previously entered into in August 2000. Payments are due in monthly
instaliments of $40,000 from October 2001 through January 2002 and
$19,705 from February 2002 through November 2005.

We anticipate that the existing $20.9 million in cash, cash equive-
lents and marketable securities will be sufficient to fund operations for
at least the next twelve months. However, there can be no assurance
that we will not require additional financings within this time frame or
that any additional financing, if needed, will be available to us on terms
acceptable to us, if at all.

FACTORS AFFECTING FUTURE RESULTS

Qur future resufts remain difficult to predict and may be affected by
a number of factors which could cause actual results to differ materi-
‘ally from forward-looking statements contained in this Annual Report
and presented elsewhere by management from time to time. These
factors include business conditions within the distributed power, power
quality, aerospace, transportation, industrial, utility, telecommunica-
tions, silicon wafer manufacturing, factory automation, aircraft and
automotive industries and the world economies as a whole, and com-
petitive pressures that may impact research and development spend-
ing. Our revenue growth is dependent on technology developments
and contract research and development for both the government and
commercial sectors and no assurance can be given that these invest-
ments will continue or that we will be able to obtain such funds. In
addition, our growth opportunities are dependent on the introduction
of new products that must penetrate distributed power, power quality,
aerospace, transportation, industrial, utility, telecommunications, silicon
wafer manufacturing, factory automation, aircraft and automotive mar-
kets. No assurance can be given that new products can be developed,
or if developed, will be successful; that competitors will not force
prices to an unacceptably low level or take market share from us; or
that we can achieve or maintain profits in these or any new markets.
Because of these and other factors, past financial performance should

not be considered an indicator of future perfbrmance. Investors should
not use historical trends to ahticipate future results and should be
aware that the market price of our common stock experiences signifi-
cant volatility.

"EFFECTS OF INFLATION

We believe that inflation and changing prices over the past three
years have not had a significant impact on our net revenue or on our
income from continuing operations.

RECENT ACCOUNTING
PRONQUNCEMENTS

In July 2001, the Financial Accounting Standards Board issued
Statement No. 141, “Accounting for Business Combinations,” and
Statement No. 142, “Goodwill and Other Intangible Assets.” These
statements modify accounting for business combinations after june 30,
2001 and will affect our treatment of goodwill and other intangible
assets at the start of the fiscal year ending September 30, 2002; how-
ever, business combinations completed after June 30, 2001 should
apply the new accounting guidelines. The statements require that
goodwill existing at the date of adoption be reviewed for possible
impairment and that impairment tests be periodically repeated, with
impaired assets written down to fair value. Additionally, existing good-
will and intangible assets must be assessed and classified within the
Statement's criteria. Intangible assets with estimated useful lives will
continue to be amortized over those periods. Amortization of good-

“will and intangible assets with indeterminable lives will cease. At this

time, we have not determined the complete impact of SFAS No. 142,
in August 2001, the FASB issued SFAS No. 144, "Accounting for the
Impairment or Disposal of Long-Lived Assets,” which supersedes SFAS
No. 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of," and the accounting and reporting
provisions of APB No. 30, SFAS No. 144 addresses financial accounting
and reporting for the impairment or disposal of long-lived assets and is
effective for fiscal years beginning after December 15, 2001, and
interim periods within those fiscal years. We are currently reviewing
this statement to determine its effect on our financial statements,

QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

We develop products in the United States and sell them worldwide.
As a result, our financial results could be affected by factors such as
changes in foreign exchange rates or weak economic conditions in for-
eign markets. Since our sales are currently priced in US. dollars and

are translated to local currency amounts, a strengthening of the dollar

could make our products less competitive in foreign markets. Interest
income is sensitive to changes in the general level of US. interest rates,

" particularly since our investments are in short-term instruments.

Based on the nature and current levels of our investments, however,
we have concluded that there is no material market risk exposure.
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You should read the data set forth below in conJunct\on with ‘Managements D:scusswn and Analysis of -Financial Condmon and Results of

Operations” and our consolldated financial statements and related notes appearing elsewhere in this Annual Report. The selected consolidated -

financial data set forth below for our fiscal years ended September 30, 2001, 2000 and 1999 and the consclidated balance sheet data as of

September 30, 200! and 2000 are derived from our audited consolidated findncial statements appearing elsewhere inthis Annual Report. The selected

consolidated statement of operations data for our fiscal years ended September 30, 1998 and 1997 and the consolidated balance sheet data as of
September 30, 1999, 1998 and 1997 are derived from our audited consolidated financial statements that are not included in this Annual Report. The
statement of operations for our fiscal year ended September 30, 2001 includes the results of the acquisition of assets from. Inverpower Controls Ltd.
.begmmng from July 13, ZOOI the date which we acquired assets from Inverpower Controls Ltd. :

Fiscal “Year Ended September 30,

(in thousands, except per share datg) ‘ ’ . 2001 2000 1999 1998 1997
Statement of Operatlons Data ‘
Revenue: : ) - ) . i : ‘ ’
Product revenue : ' - . " $30,780 $22427 - % 9123 $ 7520 § 3728
Funded research and deve\opment and other revenue . 10,904 - 8628 6355 8011 8,738
_ Total revenue : : g ; : : : 41,684 31055 15478 15,531 12,466
Operating costs and expenses: ) . ) : ) i ‘ .
Cost of product revenue : : . 27,828 I91069 95H 5,474 ) 2,683
Research and development and other revenue expenses: o o : . o : .
Funded research and development and other revenue expenses.. : 7,446 - 6848 5828 5517 7,388
* Unfunded research and development expenses . 6,229 - 3453 i 1277 4,055
Total research and development and other revenue expenses s T 13,675 10301 - 6,554 6,794 11,443
Selling, general and administrative expenses : : ’ 13,593 9970 . 88I9 4523 6,198
Write-off of public offering costs . : ; 1,421 — — — —
Amortization of intangibles. ‘ y o 1,362 1217 370 290 - 120
Total operating costs and expenses : B 57,879 40,557 25255 17082~ 20444
Operating loss.... L (18,195 . (9502 . (9T77) (1551 (7978)
~ Net unredlized Ioss on warrants to purchase common stock L ' ‘ ’ (1,480 - — - — —
Other income (loss) : . 584 ©460 24y . 170 269
Net loss before income taxes, equity loss from Beacon Power Corpioration and R o o . } )
curfulative effect of changes in accounting prmcnples : s (17,091) (9,042 (1000 . (1389 (7.709)
Provision for income taxes........ ‘ : , — = — — (4 —
Equity loss from Beacon Power Corporation g , - (5,064) 899) - . (4341) (3473) —
Net loss before cumulative effect of changes in accounting prmcnp!es _ C(,158) (594 (14,342 (4,858). (7.709)
Cumulative effect of changes in accountrng prmcrp)es . : : . - (168) - = e =
Net loss ; (22,323) (9941).  (14342) (4.858) (7.709)
Accretion of redsemable convertible preferred stock discount . : — (3,106) 5h — —
Cumulative effect of change in accounting principle ... : . - (1,941) . — — — —
Net loss attributable to common stockholders } ' ' $(24,264)  3(13047)  $(14393)  $(4858) - $(7.709)
Net loss before cumuiative effect of changes in accountihg principles per weighted average share, basic and diluted....... 3 (1.51) § (103) 1§ (157 (054 § (097)
Cumulative effect of changes in accounting principles per weighted.average share, basic and AMEE ..o (0.14) — — — =
Net loss attrtbutable to common stockhoiders per weighted average share basic and diluted S8 (185 % (103 % (5) "% 054 % (097
Weighted average number of common shares, basm and diluted : . ; . 14,666 12,630 9176 8957 7959
: _ i As of September 30,
(in- thousands) - o 2001 2000 1999 - 1998 1997
Balance Sheet Data ' : ‘ e ‘ .
Cash and cash equivalents... ©§ 11,082 $. 8814 $ 2533 $ 1202 § 4257
Marketable securities e - . 9,872 - = 657 1,976
Assets transferred to Beacon Power Corporat\on : : : ; : C= — — 577 —
Total assets , . ; 68,776 . 44487 17815 16682 . 18219
Workmg capital ; . : ‘ ' 29,624 18,390 o C 7714 7905 10,595
Liabilities transferred to Beacon Power Corporation . : . " - - = 1,564 —
Total long-term liabilities, net of current portion . . - 1,189 214 64 239 323
Contingent obfigation to Ciass D preferred stockholders of Beacon Power Corporation - 5794 5309 = T—
Contingént obligation to common stock warrant holders ‘ : : B4 — — — —
Redeemable convertible preferred stock ST ’ » - — 4894 — -
Stockholders' equity ; o ' 54,511 31118 4421 12372 15,589
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Consolidated Balance Sheets

SATCOUN TECHNOLOGY CORPORATION

September 30,

2001

2000

ASSETS
Current assets:
CaSh ANd CASN EUIVAIEITES 1o..voorveeseereesreasieseseesseseissees st esses e s e 818888 e e

MAPKELADIE SECUITIES 1o vvvo vttt v abecesses s s st s RSB 1R s .

Accounts receivable, net of allowance of $775,706 and $320,222 at September 30, 2001

and 2000, respectively '
Unbilled contract costs and fees
Inventory.
Prepaid expenses and other current assets....

Total current assets.......
Investment in Beacon Power Corporation..

Warrants to purchase common stock.
Property and equipment, net
Intangibles, net
Other long-term assets

TOLAI SSELS nivvsirscmsissississs e s st e S, e e e

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Current portion of long-term debt
Accounts payable........ SRR
Accrued payroll and payroll related expenses..
Other accrued expenses........

Deferred revenue....

Total current liabilities....c.
Long-term debt, net of current portion
Other long-term liabilities
Contingent obligation to common stock warrant holders
Cdntingent obligation to Class D preferred stockholders of Beacon Power Corporation..... . e
Commitments and contingencies (Note H) '
Stockholders’ equity: ' ‘

Preferred stock $0.01 par value, 1,000,000 shares authorized; No shares iSSUBG ...
Common stock; $0.01 par value, 50,000,000 shares authorized; ‘

16,539,597 and 13,841,185 shares issued at September 30, 2001 and 2000, respectively ...,
Additional paid-in capital

Accumulated deficit
Accumulated other comprehensive income (loss)
Treasury stock, at cost; 44,500 shares at September 30, 2000

TOLAl STOCKNOIARIS” EGUILY wovveirecrnesrresreesieeessessessseecsecssiseessmsesssss e s s s es s s seme s s s

Total liabilities and STOCKNOIAEIS EQUITY..coecmerrrmirenirenrenresimisssimsirssises s iseisesisssssisssssesssss eesssssess st e sesssens et

The accompanying notes are an integral part of these consolidated financial statements.

$ 11,050,465

$ 8814324

9,872,317 —
8,636,740 7495942
578,098 824829
11,413,616 8,001 661
913,860 614,622
42,466,096 25751378
7,152,984 —_
576,915 2473713
7,778,904 6,257.476
10,582,254 9,080,089
219,306 924,583

$ 68,776,459

$ 44,487,239

$ 331,824

$ 17,494

7,419,898 3074517
1,437,663 ,284,884
2,271,502 1,459,218
1,381,040 1,525,116
12,841,929 7361229
1,039,487 16,377
149,274 197,349
234,699 —

— 5793,879

165,396 138412
114,593,602 72,498,540
(64,459,763)  (40,195340)
4,211,825 (1073,503)
- (249,704)

54,511,070

31,118,405

$ 68,776,459

$ 44,487,239




Consolidated Statements of Operations

SATCON TECHNOLOGY CORPORATION

For the Years Ended September 30,

2001

2000 1999

Revenue:
Product FEVENUE .. e e R 1 8 R
Funded research and developmient and other.revenue

Total revenue

Operating costs and expenses: .
Cost Of ProdUCE MEVENUE..cmvmmiisimermersecsmmessessissess o s s OO
Research and development and other revenue expenses: '
Funded research and deve\opmént aNd OthEr reVENUE EXPENSES .. wivmmismsss s
Unfunded research and development EXPENSES ..o T

Total research and development and other revenue expenses. ... . Jr— R
Selling, general and. administrative expenses . ’
Write-off of public offering costs
Amortization of intangibles

Total operating COSts aNd EXPENSES ..vvniiv v ............................................. .

OIPEIAING 0S5 . eneesssssstsssssossess oo st sss5s010 55551505 8555555815801 5 s s 0
Net unrealized loss on warrants to purchase common stock
Otherincome (loss) o
interest income

Interest'expense

Net loss before equity loss from Beacon Power Corporation and cumulative effect ‘
of chariges in accounting principles

Equity loss from Beacon Power Corporation. i i,

Net loss before cumulative effect of changes in accounting PrinCipleS .
Cumulative effect of changes in accounting principles....

Net 1085w R SRR s i
Accretion of redeemable convertible preferred stock discount

Cumulative effect of change in accounting principle

Net loss attributable to common stockholders.....wn. I, SRR

Net loss before cumulative effect of changes in accounting principles ™~

per weighted average share, basic and diluted ... e e e e
Cumulative effect of changes in accounting principles

per weighted average share, basic and diluted.......... R B

Net loss attributable to common stockholders per weighted averagekshare, basic and diluted ...
Weighted average number of common shares, basic and diUted ... I

The accompanying notes are an integral part of these consolidated financial statements.

$ 30,779,861

$22427.428

$- 9,122,498

10,904,375 8627601 6,355,383
41,684,236 31,055,029 15,477,88
27,827,909 19,069,192 9510941

7,445,625 6,847,439 5828277
6,228,901 3453326 726,187 -
13,674,526 10300765 6554464
13,593,197 9,969,580 8,818,706
1,420,627 : — —
1,362,365 1,217,490 371,087
57,878,624 40557027 25255198
(16,194,388) (9501,998) (9.777317)
(1,480,190) . — —
’ - 9,891 (150,464)
688,593 453631 42,287
(104,994) (3.176) (115,692)
(17,090,979)  (3,041652) . (10001,186)
(5,065,034) (899.493).  (4,340567)
(22,156,003) (9.941,145)  (14341,753)
(167,612) o= —
(22,323,625) (9.941,145)  (14341,753)
S = '(3.105,888) (50904) -
(1,940,798) — -
$(24,264,423)  $(13047.033)  $(14392.657)
$ sy $ (103 3 (r57)
(0.14) — —
$ (1.65) $  (103) % (157) -
14,665,683 12,629,822 9,176,041
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T APl EAAITMEAMR M O MERSARIIRIEARES MY wEHTRITTe Y

For the Years Ended September 30, 2001, 2000 and 1999

FEE W RV N I T MW W U -

MmN W R Ry

e

e

iUV N Um NS

Additional
Common - Common Paid-In
Shares Stock Capital
Balance, September 30, 1998 9018549 $ 90,185 $ 28377718
Net 0SS i — — —
Exercise of stock options.... 455,600 4,556 3,173,445
Treasury stock purchased — — —
CommMOon SLOCK ISSUEA IN BCGUISTLIONS cviprirersrersmersimmssmessscsmessmesssmssssessssssssssssssssssssasssssssssssesssesssssssssss oo S 100,000 1,000 567,800
Common stock issued in connection with settlement agreement which is held in escrow... 42,860 429 189,762
Compensation expense related to stock options and warrants issued to non-employees.... — — 2,208,639
Valuation adjustment for common stock Reld i ESCroW .o — — 238,409
Warrants issued in connection with the sale of redeemable preferred stock — — 2,369,292
Change in net unrealized losses on marketable securities — — —
Accretion of redeemable convertible preferred stock discount — — (50,504)
CCOMIPIENENSIVE 1OSS .vvrtsieveineesssesessssessmessasisessessesssses s s 888104836888 851 RRE e _
Balance, September 30, 1999 9617009 3% 96,170 $ 3707416l
Net 1058 m s — — —
Common stock issued in connection with Ling acquisition. 770,000 7,700 7,748,656
Common stock issued in connection with MTI investment 1,030,000 10,300 6,964,926
MTI warrants received in connection with MTI investment — — 3,495,438
" Valuation adjustment for MTI Warrants ... e — — . =
Common stock issued in connection with NGC asset acquisition ... 578761 5,788 5,465,770
Conversion of redeemable convertible preferred stock into common stock... 1,025,641 10,256 7,989,744
Exercise 'of common stock options 701,774 7018 5,496,853
Exercise of common stock warrants 118,000 1,180 111,720
Payments on amounts receivable from exercise of stock options. L — — —
Valuation adjustment for common stock held in escrow.. — — 257,160
Common stock released from ESCrow i — — —
Accretion of redeemable convertible preferred stock discount. . — — (3,105,888)
Foreign currency translation adjustment.. ..., e — — —
CCOMPIENENSIVE [OSS vvevvismmreresssmssisessiesessesmestmesssesets et st e s 1 ek 4 81 R kb
Balance, September 30, 2000 13,841,185  $138412 $ 72498540
CNEt 0SS —— — ’ —
“Exercise of common stock options..... 88,484 885 676,192
Exercise of common stock warrants, net of issuance costs of $230,580 777,000 7,770 6,321,750
Termination of contingent put right granted to Class D
preferred stockholders of Beacon Power Corporation _— — 5831879
Net gain on investment in Beacon Power Corporation..... —_ — 10,779.224
Distribution of Beacon Power Corporation’ common stock...... — — (2,963,240)
Cumulative effect of accounting change for Mechanical Techneology Incorporated warrants.. — — —
Reclassification of common stock warrants from equity t0 ABIHY ... oo — — (1,505421)
Common stock issued in connection with settlement agreement 12,500 125 162,375
Retirement of treasury SHares ... (44,500) (445) (249,259)
.Sale of common stock, net of offering costs of $671,679 ....... 1,464,928 14,649 17075924
Common stock issued in connection with Inverpower Controls Ltd. acquisition 400,000 4,000 3913,600
Cumulative effect of accounting change to record beneficial conversion feature k :
of redeemable preferred stock : — — 1,940,798
Record charge for acceleration of stock option vesting schedule ... — — 111,250
Change in unrealized gain on marketable securities....... — — —
Change in unrealized gain on Beacon Power Corporation common stock... — — —
Foreign currency translation adjustment — — —
COMPIENENSIVE TOSS w..ovvrsevccinrisserescessmeessessssa s ssessseseessese e et 885 RS R e
Balance, SeptemBer 30, ZOO L. ... s s s e s s et o 16,539,597 $165,396 $114,593,612

The accompanying notes are an integral part of these consolidated financial statements,
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Common’
Shares
Held in
Escrow

Comron

" Stock
Held in
~-Escrow

Amounts
Receivable
from
Exercise of
Stock Options

Accumulated - . Comprehensive - Treasury

Deficit

-Accumulated

" Other

Income (Loss)

Shares

" Treasury
. Stock

SATCON TECHNOLOGY CORPORATION

Total’
Stockholders'
Equity

Comprehensive
Loss

(190,191

(238.409) -

(1816,667)

$(15912,442)
(14341753)

$ (10380)

-28,300

16,200

$(173076)

(76,628)

$ 12,372,005

- (14,341,753) -

361,334
(76,628)
568,800

2208635
2,369,292

110,380
- (50904)

(14,341753)

10,380

$(428,600)

(257.160)
£85,760

$(1.816,667)

1816667

$(30,254,195)

(9.941,145)

(51,778)

$ 4421165
(9.941,145)
7756356
6975226
3495438
(1021,725)
5471558

8,000,000

5503871
1,112,900

| 816,667
685,760
(3.105,888)
(51,778)

(14331,373)

= ——

(3.941,145)

- (1.021,725)

(51,778)

$(40,195.340)
(22,323,625)

(1940,798)

$(1,073,503)

1021725,

26,367
4,364,035

44,500

(44,500)

$(249,704)

© 249,704

$ 31,118,405

(22323,625)
677077
6,329,520

.5,831,879
10,779,224

(2963,240)

1,021,725

(1,505,421)
162,500

17,090,573
3917,600

111,250

26367

4364035
(126,799)

(11,014,648)

(22.323625)

26,367 -

4,364,035
(126,799)

(126,799)

$4,201,825

'$54,511,070

$(64,459,763)

(18,060,022)
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For the Years Ended September 30,

2001 2000 1999
Cash flows from operating activities: _
INT HOSS 1ot eemrsme e84 8 e B 0 $(22,323,625)  $(5.941,145)  $(14,341,753)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and AMOrTIZATION . rweeimecsssssserssmssassssssmsssmessmessssssses e sssssseves s sessssssess s e . 2,504,002 2,038,391 1,013,037
Allowance for unbilled contract costs and fEES ..., s — — 688510
Allowance for UNCOHECHIBIE ACCOUNTS .. sissss s ssssssssssssssres s 540,975 265,744 334,850
Allowance for excess and ObSOIETE INVENTOY ..o ssmesoeseness s 1,053,564 658,774 870,021
Loss from Beacon Power COrPOration ... s s s 5,065,034 899,493 4340,567
Net unrealized loss on warrants 1o purchase ComMMON STOCK..... e 1,480,190 ’ — —
Loss ON sale Of MArKETADIE SECUMTHIES ....ovvecvreciree e sessees s eseessestsosessss s sssesssatsoismssssesssasssessssesssne —_ — 87,535
VVIE-OFf OF IMPAIFEA BSSELS uvvrerrmsivmssvrsresiesmesssesesssssssestsssssssseas et s o T 243,504 - — 255,544
Compensation expense related to release of stock from escrow and issuance of .
stock options and Warrants t0 NON-EMPIOYEES ... eeare 130,000 385,760 2,208,639
Common stock issued in connection with settlement agreement. ..., 162,500 — —
Compensation expense related to acceleration of stock option vesting schedule ... : 101,250 — —
Cumulative effect of changes in aCCOUNTING PriNCIPIES .o vevimsvsesinsessisssss s 167,612 — —
Changes in operating assets and liabilities, net of effects of acquisitions: -
ACCOUNTS TECEIVADIE oo everveeerrerresseeseessses st e e e e s s e e (1,307,675) (3,025,520) 89,858
Unbilled contract Costs and fEES . e et e 290,024 637,372 (954,393)
Prepaid expenses aNd OthEr @SSETS.... e, (599,238) 144,687 31,455
IPIVEITEOIY wovteveieeevesesesseess e e 5818 58618 (3,216,367) (628,472) (601,120)
Other long-term assets .. . 1,082,145 8,072 517402
AACCOUNES PAYEDIE o rervervecsseesssessssssssssssssssssssassssses s svs 300885085500 s s s s 3,864,325 869,225 72
Accrued eXPenses AN PAYFOIl .. s ssssisss s s 583,606 641,266 (98,163)
OHNEF CUITENT TABIIIES vtvvsvssesmessscsmnsmessss s s e s s s (946,507) 1,566,051 (72,763)
TOTAL AJUSTITIEOES crecrmersreent o st ess a5 et AR BB 11,339,044 4,460,843 8711051
Net cash USEd N OPErATING ACHVITIES 1ovv v sl oot o (10,984,581) (5,480,302) (5.630,702)
Cash flows from investing activities: . ]
PUrchases Of Marketable SECUMTIES. ... e asrcesmsessiss e sssssssereesessmssmse et e sessssesssesss (9,845,950) — —
Sales and maturities Of MArketable SECUMTIES ... ess s s sssenesesssssecsomesonesene - — 580,144
Patent and intangible expenditures ... ' . - (78,962) (102,227)
Purchases of property and equipment., . (2,205,917) . (2463777) (220,416}
Acquisitions, net of cash acquired........... . 210,427 (24,054) (995,876)
Investment in Beacon Power Corporation R ’ —_ (333,333) (696,667)
Net €ash USEd iN INVESTING GCLIVILIES wocovvmmerenireesmeermmacsnsmeessmssssasises sesssiossssess s sasesssssessssssssesssbssssssmesss s sessseens (11,841,440) {2,500,126) (1,435,042)
Cash flows from financing activities:
Proceeds from long-term debt 1,459,750 ’ — -
Repaymenit of long-term debt.... ' (446,453) (16,226) {100,000)
Borrowings under line of credit _ —_— — 2657234
Repayment of borrowings under liNe of Cradit ... _— — (2,657.234)
Net proceeds from issuance of redeemable convertible preferred stock. . —_— — 7,212,500
Net proceeds from isSUANCE Of COMMON STOCK wccvvimrerimeriniimsssimesmensessssisss st ssesensssssseesesssss 17,090,573 6975226 ° —
Proceeds from exercise of stock options and payment of amounts :
receivable from exercise Of STOCK OPTIONS i mmeicenmmiemimmrmmssssseoas - 677,877 7.320,538 1,361,334
Proceeds from exercise of Warrants ... Coreri s ARt RSt e RS ane 08 6,329,520 1,112,900 —
Purchase of treasury stock ‘ . —_ — (76,628)
Deferred equity fINGNCING COSTS oo st st s -_ (678,980) —
Net cash provided by fiNGNCING ACHIVITIES ... s e s e s s 25,010,467 14,713,458 8,397,206
Effect of foreign currency exchange rates-on cash and cash €qQUIVAIENTS ... (47,305) (51.778) —
Net increase in cash and cash equivalenté 2,237,141 6,281,252 1,331,462
Cash and cash equivalents at beginning of year... 8,814,324 2,533,072 1,201,610
Cash and cash equivalents at end of year $ 00,050,465 $8814324 % 2533072
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Notes to Consolidated Financial Statements

A. ORGANIZATION AND SUMMARY OF
SDGNHFH’CANT'ACCOUNTHNG POLICIES

Organization .

SatCon Technology Corporation (the “Company’” or "SatCon") was
organized as a Massachusetts corporation in February 1985 and rein-
corporated in Delaware in 1992, SatCon develops enabling technolo-

gies for the emerging digital power marketplace which includes UPS .
~systems, distributed power generation and power quality markets..

SatCon also manufactures power and energy management products
that convert, store and manage electricity for businesses and con-
sumers that require high-quality, uninterruptible power. SatCon is uti-

lizing its engineering and manufacturing expertise to develop products -

that serve the digital power marketplace, including UPS systems,
power generation and power quality products, industrial automatiori
motors and controls, power electronics and controls, components for
fuel cell and microturbine power generation systems, hybrid-electric
vehicles and flywheel energy storage systems. SatCon believes the
family of products it is developing will be integral components of dis-
tributed power generation and power quality systems.

SatCon has expanded its business and capabilities. through the fol-
lowing acquisitions:

K&D Magmotor Corp—a manufacturer of custom electric motors,

acquired in january 1997 :

Film Microelectronics, Inc. (“FMI")—a manufacturer of hybrid
microelectronics, acquired in April. 1997,

Inductive Components, Inc—a value-added supplier of custornized
electric motors, acquwred in January 1999,

Lighthouse Software, Inc—a supplier of control software for

_ machine todls, acquired in January 1599.

HyComp, Inc—a manufacturer of electronic multi-chip modules,
acquired in April 1999,

Ling Electronics, Inc—a manufacturer of test equipment, power
converters, amplifiers and converters, acquired in October 1999.

B Inverpower Controls Ltd~—a manufacturer of power electronics
modules and advanced high-speed digital controls, acquired in
July 2001,

All of these acquisitions were ‘accounted for using the purchase

method of accounting. In addition, in November 1999, the Company

acquired intellectual property, tooling and other assets from Northrop

Grumman Corporation. See Note O.

Basis of Consolidation

The consolidated financial statements include the accounts of
SatCon and its majority-owned subsidiaries. Al intercompany accounts
and transactions have been eliminated in consolidation.

Foreign Currency Translation

The functional currency of the Company's foreign subswdiary is the
local currency. Assets and liabilities of foreign subsidiaries are trans-
lated at the rates in effect at the balance sheet date, while stockhold-
ers' equity (deficit) is translated at historical rates. Statements of
operations and cash flow amounts are translated at the average rate
for the period. Translation adjustments are included as a component of
accumulated other comprehensive loss. Foreign. currency gains and
losses arising from transactions are reflected in the loss from operations

SATCON TECHNOLOGY CORPORATION

and were not significant dumng the fiscal years ended September 30,
ZOOI and 2000.

Revenue Recogmmion

The Company recognizes revenue from product safes in accordance
with Staff Accounting Bulletin (SAB) No. 101, “Revenue Recognition.”
Product revenue is recognized when there is persuasive evidence of an-
arrangement, the fee is fixed or determinable, delivery of the product
to the. customer has occurred and the Company has determined that
collection of the fee is probable. Title to the product generally passes
upon shipment of the product as the products are shipped FOB. ship-
ping point except for certain foreign shipments. If the product requires
installation to be performed by the Company, all revenue related to
the product is deferred and recognized upon the completion of the
installation. The Company provides for.a warranty reserve at the time
the product revenue is recognized.

The Company performs .funded research and development and
product development for commercial companies and government
agencies under both cost reimbursement and 'fixed-price contracts.
Product development revenue is included in product revenue. Cost
reimbursement contracts provide for the reimbursement of allowable
costs and, in some' situations, the payment of a fee. These contracts

‘may contain incentive clauses providing for increases or decreases. in
. the fees depending .on. how costs compare with a budget. On

fixed-price contracts, revenue is generally recognized on the percent-
age of completion method based upon the proportion of costs
incurred to the total estimated costs for the contract. Revenue from
reimbursement contracts is recognized as the services are performed.
In each type of contract, the Company receives periodic progress pay-

‘ments or payments upon reaching interim milestones. All payments to
" the Company for work performed on contracts with agencies of the

US. government are subject to audit and adjustment by the Defense

. Contract Audit Agency. Adjustments are recognized in the period

made. When the current estimates of total contract revenue.for com-
mercial product development contracts indicate a loss, a provision for

-the entire ioss on the contract is recorded. Any losses incurred in per-

forming funded research and development projects are recognized as
research and development expense as incurred. As of September 30,
200! and 2000, the Company has accrued $75,000 and $150,000,

respectively, for anticipated contract losses on commercial contracts:

For the fiscal years ended September 30, 2001, 2000 and 1999, rev-
enue from commercial contracts, which represents other revenue, is
included in funded research and development and other revenue and
amounted to $662,614, $763,023 and $767,954, respectively. '

Cost of product revenue includes cost of product revenue including
material, labor and .overhead. Costs incurred in connection with
funded research and development and other revenue ar%angements
are included in research and development and other revenue
expenses. For the fiscal years ended September 30, 2001, 2000 and
1999, costs and expenses from commercial contracts, which repre-
sents other revenue expenses, are included in funded research and
development and other revenue expenses and amounted to $484,982,
$397,527 and $704,347, respectively.

Deferred revenue consists of payments received from customers in
advance of services performed, product shipped or installation completed.
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Notes To LWonscoildatced rinancital statements

(Continued)

Cash and Cash Equivalents

.Cash and cash equivalents include demand deposits and highly liquid
investments with maturities of three months or less when acquired.
Cash equivalents are stated at cost, which approximates market value,

Marketable Securities

The Company accounts for marketable securities in accordance
with Statement of Financial Accounting Standards (SFAS) No. 115,
“Accounting for Certain Investments in Debt and Equity Securities.” In
accordance with SFAS No. 115, investments are classified as held to
maturity, available for sale or trading,

Management determines the appropriate classification of its invest-
fents in marketable securities at the time of purchase and re-evaluates
such determination at each balance sheet date. Debt securities for
which the Company does not have the intent or ability to hold to
maturity are classified as available for sale. ‘

Securities available for sale are carried at fair value, based on quoted
market prices, with the unrealized gains and losses, net of tax,
reported in a separate component of stockholders’ equity except for
unrealized losses determined to be permanent in nature. Such unreal-
ized losses are included in the determination of net income in the
period in which management determines the decline to be permanent.
The Company is not actively involved in the purchase and sale of
investments classified as trading. At September 30; 2001, the Company
had no investments that qualified as trading or held to maturity.

The arhortized cost of debt securities classified as available for sale is
adjusted for amortization of premiums and accretion of discounts to
maturity. Such amortization and interest are included in interest income.
Realized. gains and fosses are included in other income or loss. The cost
of securities sold is based on the speciﬂc identification method.

Inventory

Inventories are stated at the lower of cost or market and costs are
determined based on the first-in, first-out method of accounting and
include material, labor and manufacturing overhead costs.

Property and Equipment
Property and equipment are stated at cost. Depreciation and amor-
tization is computed using the siraight-\ine method over the asset’s
estimated useful life. The estimated useful lives of property and equip-
ment are as follows:
Estimated Lives

Computer equipment and software 3-5 years
Electronic laboratory and shop equipment 5 years
Mechanical laboratory and shop equipment 10 years
Sales and demonstration equipment 3-10 vyears
Furniture and fixtures ' 7-10 years

Lesser of the life of the
lease or the useful life of
the improvement

Leasehold improvements

When assets are retired or otherwise disposed of, the cost and
related depreciation and amortization are eliminated from the:
accounts and any resulting gain or loss is reflected in other income.

Long-lived Assets

The ‘Company periodically evaluates the potential impairment of its
long-lived assets whenever events or changes in circumstances indicate
that the carrying amount of an asset may not be recoverable. At the
occurrence of a certain event or change in circumstances or at each

balance sheet date, the Company evaluates the potential impairment
of an asset based on future undiscounted cash flows. In the event that
impairment exists, the Company will measure the amount of such
impairment based on the present value of estimated future cash flows
using a discount rate commensurate with the risks involved. Factors
that management considers in performing this assessment include cur-
rent operating results, trends and prospects and, in addition, demand,
competition and other economic factors. At September 30, 2001, the
Company determined that the unamortized non-compete agreement
component of identifiable intangible assets from the FMI acquisition of
$60,737 was no longer recoverable and, accordingly. has written this
asset off and charged amortization expense. At September 30, 2000,
the Company determined that there had been no impairment of its
long-lived assets, except as disclosed in Notes E and G.
Intangibles consisted of the following:

Estimated September 30,
Lives 200! 2000
I5-20 years $ 735,748 $ 755748

Identifiable intangible
assets from MagMotor

ACGUISTEION et rerssnsenn 5vyears . 44,250 44,250
Goodwill from MagMotor
ACQUISTEION veevrrrrneroren 7 years 65,198 65,198

Identifiable intangible

assets from FMI

ACQUISTTION v erercrnn 510 years
Goodwill from FMI

ACUISILION oo [5 years 826,218 826218
Identifiable intangible

assets from

Inductive/Lighthouse

acquisition.....
Goodwili from

Inductive/Lighthouse

ACQUISTHION rvverscssseerercrsnan 10 years 389,079 389,079

1,250,000 1,750,000

S years 275,000 275,000

"Goodwill from Ling

ACUISTEION wovtsvvcscrnenensions 7 years 3,754,910 3754910
|dentifiable intangible

assets from NGC

BCQUISTEION ovcnnsssirensnins 3~10 years
Identifiable intangible .

asset from Inverpower

3,281,423 3281423

acquisition.... 5 years 253,018 —

Goodwill from
Inverpower acquisition..... Indefinite 2,623,480 —
13,518,324 11,141,826

Less: accumulated

amortization 2,936,070 2,061,737

$10,582,234 % 9,080,089

Amortization expense related to intangibles for the fiscal years
ended September 30, 2001, 2000 and 1999 was 31,374,333,
$1.229.815 and $389,685, respectively.

Treasury Stock

The Company was authorized to repurchase up to 5% of the
Company's outstanding shares of common stock through July 2000.
Under the repurchase program, the Company purchased 44,500 shares
of the Company's outstanding common stock at a cost of $249,704.
During the fiscal year ended September 30, 2001, the Company retired
the 44,500 shares purchased under the repurchase program.




Use of Estamutes

The preparation of financial statements, in conformity with account— )

ing principles generally accepted in the United States, requires man-
agement to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported

amounts of revenue and expenses during the pericd reported Actua\j :

results could differ from these estimates.

Income Taxes

The Company accounts for income taxes in accordance with SFAS
No. | 09, "“Accounting for Income Taxes," which is the asset and liability
method for accounting and reporting for income taxes. Under SFAS

"No. 109, deferred tax assets and deferred tax liabilities are recognized
based on temporary differences between the financial reporting and
income tax basis of assets and liabilities using statutory rates. In addi-
tion, SFAS No. 109 requires a valuation allowance against net deferred

. tax assets if, based upon the available evidence; it is more likely than

' not that some or all of the deferred tax assets will not be realized, -

Stock-based Compensation

~ SFAS No. 123, “Accounting for Stock-Based Compensation,”
requires the measurement of the fair value of stock options or war-
rants granted to employees to be included in the statement of opera-
tions or, alternatively, disclosed in the notes to consolidated financial
statements. The Company accounts for stock-based compensation of
employees under the intrinsic value method of Accounting Principles
Board (APB) Opinion No. 25, “Accounting for Stock Issued to
Employees,” and has el'e‘cted the disclosure-only alternative. under
SFAS No. 123, The Company records the fair market value of stock
options and warrants granted to non-employses in exchange for serv-
ices in accordance with Emerging Issues Task Force (EITF) No. 96-18

“Accounting for Equity Instruments That Are lssued to Other Than

‘Employees for Acquiring, or in Conjunction with Selling, Goods or
Services,” in the consolidated statement of operations, ’
Net Loss per Basic and Diluted Common Share

The Company reports net loss per basic and diluted common share
in accordance with SFAS No. 128, “Earnings Per Share,” which estab-

lishes standards for computing and presenting earnings per share. Basic

earnings per share excludes dilution and is computed by dividing
income available to common stockholders by the weighted average

number of common shares outstanding for the period. Diluted earn-

ings per share reflects the potential dilution that could.occur if securi-
ties or other contracts to issue common stock were exercised or

converted into common stock or resulted in the issuance of common.

stock that then shared in the earnings of the' Company.-

Concentration of Credit Risk

Financial instruments that subject the Company to concentrations of
credit risk principally consist of cash equivalents, marketable securities
trade accounts receivable, unbilled contract costs and amounts receiv-
able from exercise of stock options.

The Company's trade accounts receivable and unbilled contract

costs and fees are primarily from sales to US. government agencies
and commercial customers. The Company does not require coflateral
and has not historically experienced significant credit losses related to
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receivables or unbilled contract costs and fees from individual
customers or groups of customers in any particu\ar \ndustry or
geographic area.- :

The Company deposits its cash and invests in short-term investments
primarily through a regional commercial bank and an investment company.
Credit exposure to any one .entity is limited by Company policy. -

Research and Deveﬂofbmem Costs -

The Company expenses research and development costs as,
incurred. Research and development and other revenue expenses
include costs incurred in connection with both funded research and’
development and other revenue arrangements and unfunded research
and development activities.

Comprehensive Income (Loss)

Comprehensive income (loss) includes net loss, unrealized gains and
losses on marketable securities, valuation. adjustment for warrants to

"purchase shares of Mechanical Technology Incorporated's Common

Stock and foreigh currency translation adjustments.

Fair Yalue of Financial Instrumeénts

The Company's financial instruments consist of cash and cash equiv-
alents, marketable securities, accounts receivable, unbilled contract
costs and fees, warrants to purchase shares of common stock,
accounts payable, debt instruments and contingent obligation to
Class D preferred stockholders of Beacon Power Corporation. The

. estimated fair values of these financial instruments approximate their
- carrying values at September 30, 2001 and 2000 The estimated fair

values have been determined‘through information obtained from mar- -
ket sources and management estimates.

Accdumﬁng for Derﬁrqtﬁve Instruments

On October |, 2000, the Company adopted SFAS No. 133,
“Accounting for Derivative Instrumerits and Hedging Activities,” which
establishes a new model for accounting for derivatives and hedging

" activities, It requires an entity to recognize all derivatives as either

assets or liabilities in the statement of financial position and measure
these instruments at fair value. Upon adoption of SFAS No. 133, the
Company recorded an unrealized loss on ifs investment in derivatives,

" consisting of warrants to purchase Mechanical Technology Incorpo-

rated's Common Stock in its results of operations as a cumulative
effect of a change in accounting principle of $1,021,725 to reflect the
irhpact of adopting this accounting standard on October , 2000.

In September 2000, the Emerging Issues Task Force issued EITF.00- 19,
“Accounting for Derivative Financial Instruments Indexed, to, and
Potentially Settled in, a Company's Own Stock," which réquires free-

-standing contracts that are.settled in a company's own stock, including
-+ common stock warrants, to be designated as an equity instrument,
-asset or a liability. Under the provisions of EITF 00-19, a contract des-

ignated as an asset or a liability must be carried at fair value, with any
changes in fairvalue recorded in the results of operations, A contract

"designated as an equity instrument must be included within equity, and

no fair value adjustments are required. In accordance with EITF 00-19,
the . Company has determined that outstanding warrants as of
September 30, 2001 to purchase 100,000 shares.of the Company's.

" Common Stock issued to Mechanical Technology Incorporated should

be designated as a liability and warrants to purchase 605,050 shares of
the Company's Common Stock are designated as an equity instrument.
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Effective June 30, 2001, all warrants deéignated as a liability must be
recorded as a liability and therefore, the Company reclassified the war-

- rants designated as a liability from equity to liabilities, which had a fair

value on the issuance date of $1,505.421, using the Black-Scholes
option-pricing model. At September 30, 2001, the outstanding war-
rants designated as a liability, as a result of the warrant holders having
rights that rank higher than those of common stockholders, have been
recorded at a fair value of $234,699 through a reduction of $1,270,722
in the fair value included in the results of operations. ‘

‘Accounting for Beneficial Conversion Feature
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In Nevember 2000, the Emerging Issues Task Force issued EITF 00-27,
“Application of Issue No. 98-5 to Certain Convertible Instruments,”
which provides guidance on the calculation of a beneficial conversion
feature on a convertible instrument. Based upon the guidance provided
in ETF 00-27, the Company has determined that the redeemable pre-
ferred stock issued in August 1999 and converted into the Company's

Common Stock in March 2000 had a beneficial conversion feature of

$1,940,798. Under the guidance of EITF 00-27, the Company was
required to record the beneficial conversion feature of $1,940,798 as a
cumulative effect of a change in accounting principle upon adoption
during the fiscal year ended September 30, 2001.

Reclassifications

Certain prior-year balances have been reclassified to conform to
current-year presentations. -
Recent Accounting Pronouncements

In July 2001, the Financial Accounting Standards Board ("FASB™)
issued SFAS No. 141, "Accounting for Business Combinations,” and

Statement No. 142, "Goodwill and Other Intangible Assets” These
statements modify accounting for business combinations after June 30,
2001 and will affect the Company's treatment of goodwill and other
intangible assets at the start of the fiscal year 2002; however, business
combinations completed after june 30, 2001 should apply the new
accounting guidelines, The statements require that goodwill existing at
the date of adoption be reviewed for possible impairment and that
impairment tests be periodically repeated, with impaired assets written
down to fair value. Additionally, existing goodwill and intangible assets
must be assessed and classified within the Statement's criteria.
Intangible assets with estimated useful lives will continue to be amor-
tized over those periods. Amortization of goodwill and intangible
assets with indeterminable lives will cease. At this time, the Company
has not determined the complete impact of SFAS No. 142.

As of September 30, 2001, the Company has goodwill with a net
book value of $6,234,653. The Company has decided to early adopt
SFAS No. 142 as of October |, 2001 and therefore, this goodwill will
no longer be amortized. During the fiscal years ended September 30,
2001, 2000 and 1999, the Company recorded $638,864, $609,855 and
$93,576, respectively, of amortization expense related to this goodwill.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets,” which supersedes SFAS
No. 121, “Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of," and the accounting-and report-
ing provisions of APB No. 30. SFAS No. |44 addresses financial
accounting and reporting for the impairment or disposal of long-lived -
assets and is effective for fiscal years beginning after December 15,
2001, and interim periods within those fiscal years. The Company is
currently reviewing this statement to determine its effect on the
Company's financial statements.

B. MARKETABLE SECURITIES

At Séptember 30, 2001, marketable securities have been categorized as available for sale, and as a result, are stated at fair value,

As of September 30, 2001, marketable securities consisted of the following:

Gross Gross
Amortized  Aggregate  Unrealized  Unrealized
Security Category Contracted Maturities Cost Basis Fair Value Gains (Losses)
Corporate Debt SECUMTIES . May 2004 through October 2004 $9,845950  $9.872317 $26,367 —
1 O $9.845950  $9.872,317 $26,367 —

The change in net unrealized gains during the fiscal year ended Septembeér 30, 2001 was $26,367 and is included in the balance sheet in a separate
component of stockholders’ equity, net of tax effect. There were no realized gains or losses for the sale of securities classified as available for sale dur-

ing the fiscal years ended September 30, 2001, 2000 and 1999.




C. UNBILLED CONTRACT COSTS
AND FEES

Unbilled contract Eosts and fees represent revenue recognized in
excess of amounts billed due to contractual provisions or deferred costs
that have not yet been recognized as revenue or billed to the customer.

These amounts included retained fee and unliquidated costs totaling

$173,685 and $209,832 at September 30, 2001 and 2000, respectively.

D. INVENTORY

Inventory includes material, labor and overhead and consisted of

the following: c e 30
eptember 30,

2000 .- 2000 -

Raw material ¢
Work-in-process : 3,297,713 2,932,965
Finished goods ........................................................... : 1,969,801 1,987,431

$00,403,606 . $8001,661

E. PROPERTY AND EQUIPMENT

Property and equipment consisted of the foHoWing:

September 30,
2001 2000
Machinery and equipment.. $ 9,506,275 $8,0595 16
Furniture and fixtures.. 475,457 305,777
Computer software..... 1,094,840 © 744308
Leasehold improvements 1,340,463 751,793

12,417,035 9,861,794

Less: accumulated depreciation

and amortlzatlon .............................................. 4,638,131 3,604,3‘| 8

$ 7,778,904  $6257476

Depreciation and amortization expense relating to property and
equipment for the fiscal years ended September 30, 2001, 2000 and
1999 was 1,233,273, $808,577 and $633.964, respectively.

As of September 30, 2001 and 2000, there was $1810,503 and
$19.903 of property under capital leases included in machinery and
equipment, respectively. Of these capital leases, $1,459.750 relates to
_ asset purchases made during the fiscal year ended September 30, 2000
for which the Company entered into 2 sale leaseback transaction dur-
-ing the fiscal year ended September 30, 2001. As of September 30,
2001 and 2000, there was $29.910 of property under capital leases
that were included in computer software.

During the fiscal year ended September 30, 2001, the Company
_consolidated its FMI manufacturing facilities, and as a result, has writ-
ten-off the net book value of the leasehold improvements of the
vacated premise of $32,767, which has been included in cost of prod-
uct revenue. During the fiscal year ended September 30, 1999, the
Company determined that certain of its machinery and equipment
with a net book value totaling $105,544 was impaired based on a sig-
nificant change in the manner in which the asset was used, and such
assets were written-off during the ‘fiscal year ended September 3G,

1999, These assets included $86492 of tooling costs associated with

the introduction of brushless motor products .at the Company's

$ 6,046,102 $3081265 -
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MagMotor Division that were impaired based on design changes in the

“‘product and $19,052 of optics equipment at the Company's

Technology Center that were abandoned. These impairment losses

. have been included in cost of product revenue and unfunded research

and development expenses respectively.

F. INVESTMENT IN BEACON POWER
CORPORATHON '

During the ﬂscal years ended September 30, 1999 and 2000 and
substantially all of the fiscal year ended September 30, 2001, the
Company accounted for its investment in Beacon Power under the
equi{y method of accounting. During the fiscal years ended
September 30, 2001, 2000 and 1999, the Company.recorded- -
$5,065,034, $899,493 and $4,340,567 -respectively, -of losses from
Beacon Power, representing the Companys share of Iosses up to the
extent of committed capital.

On November 17, 2000, Beacon Power listed its common stock on
the Nasdag National Market. In connection with the listing, the put right
granted to the Class D preferred stockholders of Beacon Power was

“terminated and the contingent obligation tp Class D preferred stock-

holders of Beacon Power was reclassified to additional -paid-in capital.
On November 22, 2000, Beacon Power completed an initial public
offering of its common stock and issued 8,000,000 shares of its coni-
mon stock at $6.00 per share. Upon the closing of Beacon Power's ini-
tial public offering, each share of Beacon Power's class A, C, D, Eand F

- preferred stock was converted into two shares of Beacon Power's

common stock, or 29,359,530 shares of common stock, of which the
Company received 9,691,440 shares of Beacon Power's common-
stock. In addition, upon the closing of Beacon Power's initial public
offering, Beacon Power issued 873,794 shares of common stock in
payment for consulting fees and accrued dividends on Beacon Power's
class D and E preferred stock, of which the Company received 1,098 -
shares of Beacon Power's common stock, After these events, the
Company owned approximately 25.0% of Beacon Power's outstandlng
voting stock. In accordance with SAR No. 51, the Company's invest-
ment in Beacon Power and additional paid-in capital was written up to
reflect its beneficial interest in the-book value of the stockholders’
equity of Beacon Power at November 22, 2000, which was

~ $14,988,382, less losses previously recorded in connection with the

put right obligation in the amount of $5.831,879 for a net gain of
$9.156,503. On December |9, 2000, Beacon Power issued an addi-
tional 1,200,000 shares of its common stock at $6.00 per share to
cover over-allotments. Upon the issuance of the additional 1,200,000

. shares, the Company owned approximately 24.2% of Beacon Power's

outstanding voting stock. The Company's investment in Beacon Power
and additional paid-in capital was written Up in accordance with SAB
No. 51 to reflect its beneficial interest in‘the increase in book value of
the stockholders’ equity of Beacon Power at December 19, 2000,
which was $1622,721. On December 20, 2000, Beacon Power issued
985,507 shares of its common stock in connection with the cashless
exercise of warrants to purchase shares of Beacon Power's common
stock."Upon the issuance of the additional 985,507 shares, the
Company owned approximately 23.7% of Beacon Power's oufstanding
voting stock. On December 22, 2000, Beacon Power issued 997,369
shares of its common stock in connection with the cashless exercise of
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warrants to purchase shares of Beacon Power's common stock. Upon
the issuance of the additional 997,369 shares, the Company owned
approximately 23.1% of Beacon Power's outstanding voting stock.

After the write-up of its investment in Beacon Power, the Company
continued to account for its investment in Beacon Power under the
equity method of accounting and recorded its share of losses from
Beacon Power on a one fiscal quarter trailing basis.

On September 28, 2001, the Company distributed 5,000,000 shares
of Beacon Power common stock to its stockholders. Upon the distri-
bution of the 5,000,000 shares, the Company recorded the distribution
of the 5,000,000 shares as a reduction of additional paid-in capital
based on the book value per share prior to the distribution, or $0.59
per share. After the distribution, the Company owned approximately
[ 1.0% of Beacon Power's outstanding voting stock. Additionally, the
Company has determined that it does not have the ability to exercise
significant influence over the operating and financial policies of Beacon
Power and, therefore, now accounts for its investment in Beacon
Power using the fair value method as set forth in SFAS No. 115,

Accounting for Certain Debt and Equity Securities.” The Company is

26

no longer required to record its share of any losses from Beacon
Power and the investment is carried at fair value 'and designated as
available for sale and any unrealized holding gains or losses to be
included in stockholders' equity as a component of accumulated other
comprehensive income/(loss). As of September 30, 2001, the Beacon
Power common stock had a fair value of $7,152,983 and the Company
recorded an unrezlized gain of $4,364,035 in stockholders' equity as a
component of accumulated other comprehensive income/(loss).

Additionally, the Company has a warrant to purchase 173,704
shares of Beacon Power's common stock that has an exercise price of
$1.25 per share and expires in 2005. The Company accounts for this
warrant in accordance with SFAS No. 133 and, therefore, records the
warrant at its fair value. As of September 30, 2001, the warrant to pur-
chase Beacon Power common stock had a fair value of $201,436 and is
included in warrants to purchase commen stock on the accompanying
balance sheet.

‘Beacon Power accounted for $242,460, $470996 and $72,644 of
the Company's total revenue for the fiscal yéars ended September 30,
2001, 2000 and 1999, respectively. At September 30, 2001 and 2000,
the Company had $172598 and $346,066, respectively, of accounts
receivable and unbilled contract costs and fees from Beacon Power.

G. LONG-TERM DEBT

Long-term debt consists of the following;

September 30,
2001 1999
Capital lease obligations ... $1,370,311 $ 33,871
Less: Current porticn ... s e (331,824) (17,454)
$1,039,487  $ 16377

At September 30, 2001, maturities of these obligations are as follows:

Fiscal Year

$ 331824
266,808
271,090
190,412
311,177

$1,371,311

On March |, 1999, the Company reached a definitive settlement
arrangement with Albert R. Snider (the "Settlement Agreement’), the
holder of a note payable that commenced on April 16, 1997, regarding
a suit filed against Mr. Snider for breach of certain representations
made by him, including statements of inventory balances in the Asset
Purchase Agreement dated as of April 3, 1997 between FMI and
Mr. Snider relating to the purchase of the business of FMI and a coun-
terclaim filed by Mr. Snider seeking, among other things, payments
allegedly due from the Company under a promissory note.

Pursuant to the terms of the Settlement Agreement, the Company
made a $100,000 cash payment to Mr. Snider on March 9, 1999 and
the parties executed mutual general releases dismissing any and all
claims between them. In addition, the Settlement Agreement provides
a right of first refusal in favor of the Company with respect to certain
shares of the Company's Common Stock, beneficialty owned by
Mr. Snider. Concurrently with the execution of the Settlement
Agreement, the Company and Mr. Snider entered into a consulting

- agreement pursuant to which Mr. Snider will perform certain consult-

ing, advisory and related services as the Company may reasonably
request from time to time between October |, 1999 and October |,
2002. In exchange for these services, the Company issued 42,860
shares of its Common Stock to Mr. Snider, which were held by an
escrow agent. The Company has recorded these shares held in escrow
at market value and as a reduction to stockholders’ equity as of
September 30, 1999.

On April 26, 2000, the escrow agent, as authorized by the Company
released the 42,860 shares of the Company’s Common Stock that
were held in escrow to Mr. Snider. The Company reccrded these
securities at fair value until they were released from escrow at a mar-
ket price of $16.00 per share or $685,760. The Company determined
that the value of these securities exceeded the net realizable value of
the underlying services to be received by $235.760. The Company has
charged this excess amount to selling, general and administrative
expenses during the fiscal year ended September 30, 2000. The
Company is amortizing the realizable asset of $450,000 over the
three-year pericd of service through September 30, 2002, At
September 30, 2001, the Company determined that the services pro-
vided under the consulting agreement will no longer be requested
and has written-off the unamortized asset of $150,000 to selling,
general and administrative expenses during the fiscal year ended
September 30, 2001.




H. COMMITMENTS AND CONTINGENCIES

Operating Leases

The Company leases its facilities under various operating leases that
expire through October 2005. The Company has also entered into
leasing agreements to lease various items of equipment. v

Future minimum annual rentals under lease agreements at
September 30, 200! are as follows:

" Fiscal Year

2002.. $2,590,607

2003. - 2,188,052 .
739570
501,108
262367,

Thereafter 1,168,000

Total (not reduced by minimum ‘

sublease rentals of A0 B28) ecrnmenscrses T $7.449,704

Total rental expense including operating expenses and real estate
taxes for operating leases amounted to $2,727,286, $2,157,506 and
$1,683,749 for the fiscal years ended September 30, 200I 2000 and
1999, respectively.

Certain of the facility leases contain escalation clauses, effective
October |, 1998 and rental expense has been recognized on'a
_ straight-line basis over the remaining lease term. At September 30,
2001 and 2000, deferred rent expense amounted to $175,700 and
$207,739, respectively.

Litigation

On November 6, 1999, APACE, Inc. (“APACE") an action was com-

menced against the Company in the Supreme Court of the State of

New York claiming that the Company had been awarded a prime con-

tract by the US. Department of Energy and that the Company "had.

failed or refused to negotiate a subcontract with APACE, allegedly in
breach of a contract between the Company and APACE. APACE
sought in excess of $1,000,000 in damages. The Company denied
the allegations, moved to stay the action and filed for arbitration
with the American Arbitration Association (the “AAA™) in Boston,
Massachusetts. The. AAA decided that the arbitration would go for-
ward-in Boston. In the meantime APACE requested that the court per-
mit the action to go forward and for the arbitration to be stayed. On
March 21, 2000, the Supreme Court of the State of New York issued

an order compelling arbitration and’ staying APACE's action pendmg ‘

arbitration to be conducted by the AAA in Boston.
On June. 26, 2000, APACE served. the Company with an amended

answering statement and counterclaim, including additional allegations

that the Company had engaged in unfair and deceptive trade practices
and ‘that its actions were willful and knowing, Based on these allega-
tions, APACE sought multiple damages, as well as attorneys' fees and
expenses. On July 9, 2000, the Company filed an answer to APACE's
amended answering statement and counterclaim, kdenying the allega-
tions and asserting various affirmative defenses. ‘
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'An arbitrator was selected and the arbitration was scheduled to go
forward in Boston for nine days in February, March and April of 2001.
The parties had exchanged some discovery and expected to make a

further exchange early in 2001,

On February 7, 2001, the Company, APACE, Roger M Slotkin and
Jeffrey Waxweiler entered into a settlement agreement with respect
to all claims concerning, in connection with or arising from the APACE
litigation and arbitration. The settlement agreement also contained
mutual releases of the parties relating to all claim.s.'Pu‘rsuant to the set-
tlement agreement, the Company paid and delivered to APACE .
$60,000 and issued 12,500 shares of the Company's Common Stock,
valued at $13.00 per share or $162,500, to APACE. The Company was

"not obligated to register these shares under the Securities Act of 1933,
" as amended. The AAA was notified that the arbitration proceeding -

would be dismissed without any recovery by any party, and APACE's
counsel filed a voluntary Stipulation of Dismissal With Prejudice in the
Supreme Court for the State of New York on March 9, 2001.

From time to time, ihe,Company is a party to routine litigation and
proceedings in the ordinary course of business, The Company is not
aware of any current or pending litigation to which the Company is or
may be a party that the Company believes could materially adversely
affect the Company's 'r’esults of operations or financial condition.

. EMPLOYEE BENEFIT PLAN

‘The Company offers a 401(k) Employee Benefit Plan (the “Plan”).
Under the Plan, any regular employee, as defined by the Plan, who has
completed six months of service and has attained the age of 21 years

s eligible to participate. Under the terms of the Plan, an employee may

defer up to 15% of his or her compensation through contributions to
the Plan. During 1999, the Company extended the Plan to its
wholly-owned subsidiaries. The Company made matching contribu-
tions to the Plan of $398,281, $366,264 and $218,729 during the fiscal
vears ended September 30, 2001, 2000 and 1999, respectively.

" j. INCOME TAXES

- The provision for income taxes consists of the following:

For the Years Ended September 30,

) 2000 - 2000 1999
Current payable: . : y
Federal s o= % (14699 —
- 14699 | —

Deferred tax
expense/(benefit): : )
$(4,748,257) $(2.962, |83) $(3,888.03 !)
(250,953)
(1,465,988) (890, |22) (1,167,905)

« Change in valuation

allowance 6.465,[198 3852305 5055936
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Deferred income taxes reflect the net tax effects of temporary dif-
ferences between the carrying amounts of assets and liabilities for
financial reporting purposes and thé amounts used for income tax
purposes: As of September 30, 2001 and 2000, the components of the
net deferred tax assets/(liabilities) are as follows:

20010 2000
Federal net operating (0SS ... $ 15,695,932  § 13385851
State net operating loss, '
net of federal benefit ... 2,865,093 1,912,496
CreditS i - 572,646 421,035
Depreciation-....... (613,990) (227,657)

Loss from Beacon
Power Corporation. ., " 400,235 4932,397
" Net unrealized gains (losses) )

on securities available for sale ......... {1,837,412) —
1,369,897 834,326
(18,462,400)  (21,258448)

Net deferred income taxes ..o —_— —

The Company has placed a full valuation allowance against its net
deferred tax assets since the Company believes it is more likely than
not that it will not be able to utilize its deferred tax asset.

The provision for income taxes differs from the federal statutory

rate due to the following;
For the Years Ended

September 30,
20010 2000 199%
Tax at STELUTOrY rate oo (34.0)% (34.0)% (340)%

State taxes, net of federal benefit

43) (62 (62
9.3 16 (07)
29.0 386 409

—% —% —%

At September 30, 2001, the Company had net operating loss
carry-forwards of approximately $46,000,000 and $38,000,000 for fed-
. eral and state income tax purposes, respectively. The federal net oper-
ating losses expire beginning September 30, 2008 through 2021. The
state net operating losses will expire beginning September 30, 2001
through 2006. The use of these losses may be limited due to ownership
change limitations under Section 382 of the Internal Revenue Code.

K. STOCKHOLDERS’ EQUITY

Investment from Mechanical Technology Incorporated

On October 21, 1999, the Company received a $7,070,000 invest-.

ment from Mechanical Technology Incorporated (“MTI"). In considera-
tion for MTl's investment, MTI received 1,030,000 shares of the
“Company's Common Stock at a discounted price of approximately
$6.80 per share, and warrants to purchase an additional 100,000
shares of the Company’s Common Stock at an exercise price of $8.80
per share and an expiration date four years from the date of issuance.
MTI funded $2,570,000 of its investment in the Company on
" October 21, 1999 and received 370,800 of the 1,030,000 shares of
the Company's Common Stock and a warrant to purchase 36,000
“of the 100,000 shares of the Company's Common Stock. MT| made the
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remaining investment on January 31, 2000 of $4,500,000 and received
the remaining 659,200 shares of the Company’s Common Stock and a
warrant to purchase the remaining 64,000 shares of the Company’s
Common Stock. The Company incurred approximately $95,000 of
legal, accounting, consultation and filing fees in connection with this
transaction. The Company has valued the warrants issued to MTI on
October 21, 1999 and January 31, 2000, at $231,912 and $1,273,509,
respectively, using the Black-Scholes option-pricing model.

In addition, the Company received a warrant to purchase 108,000
shares of MTI's common stock on October 21, 1999 and a warrant to
purchase 192,000 shares of MTl's commaon stock on January 31, 2000
at exercise prices of $12.56 per share, as adjusted to reflect a 3:1 stock
split in April 2000, and expiration dates four years from the date of
issuance. The Company has valued the warrant received on
October 21, 1999 and January 31, 2000 at $568.553 and $2,926,885,
respectively, using the Black-Scholes option-pricing model, and has
recorded the warrants as an asset and additional paid-in capital. In

‘accordance with EITF No. 96-11, “Accounting for Forward Contracts

and Purchased Options to Acquire Securities Covered by FASB
Statement No. 115,” options that are entered into to purchase securi-
ties that will be accounted for under SFAS No. |15 should, at incep-
tion, be designated as held-to-maturity, avéilable-for-sale, or trading
and accounted for in a manner consistent with the accounting pre-
scribed by SFAS No. |15 for that category of securities. The Company
has designated that the securities to be purchased under the warrant
agreement will be available-for-sale securities and, therefore, the
Company has marked to market the fair value of the warrants at each
reporting period date and has recorded any unrealized gains and
losses as a component of accumulated other comprehensive loss
included in stockholders’ equity. At September 30, 2000, the warrants
have an unrealized loss of $1,021,725, which is included in accumulated
other comprehensive loss included in stockholders' equity.

On October [, 2000, the Company adopted SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” which
establishes a new model for accounting for derivatives and hedging
activities. It requires an entity to recognize all derivatives as either
assets or liabilities in the statement.of financial position and measure
these instruments at fair value. Upon adoption of SFAS No. 133, the
Company recorded the $1,024,725 unrealized loss on its investment in
warrants to purchase MTl's common stock in its results of operations
as a cumulative effect of a change in accounting principle to reflect the
impact of adopting this accounting standard on October |, 2000. As of
September 30, 2001, the warrants to purchase MTI's commen stock
have a fair value of $375,479, using the Black-Scholes option-pricing
model. During the fiscal year ended September 30, 2001, the
Company recorded an unrealized loss in its statement of operations
on the warrants to purchase MTl's common stock of $2,098,234.

Stdck Options

Under the Company’s 1992, 1994, 1996, 1998, 1999 and 2000 Stock
Option Plans (collectively, the “Plans”), both qualified and non-qualified
stock options may be granted to certain officers, employees, directors
and consultants to purchase up to 4,250,000 shares of the Company's
Common Stock. At September 30, 2001, 3,716,752 of the 4,250,000
stock options available for grant under the Plans have been granted.




The Plans are subject to the following provisions:

The aggregate fair market value (determined as of the date the
option is granted) of the Company's Common Stock that any
employee may purchase in any calendar year pursuant to the exercise
. of gualified options may not exceed $100,000. No person who owns,
directly or indirectly, at the time of the granting of a qualified option to
"him or her, more than 10% of the total combined voting power of all
classes of stock of the Company shall be eligible to receive any quali-
fied options under the Plans unless the option price is at least | 10% of
the fair market value of the Company's Common Stock subject to the
option, determined on the date of grant. Non- quahﬁed op‘mons are
not subject to this limitation. .

Qualified options are issued .only to employees of the.Company,
while non-qualified options may be issued to non-employee directors,
consultants and others, as well as to employees of the Company
Options granted under the Plans may not be granted with an exercise
price less than [00% of fair value of the Company's Common Stock, as
determined by the Board of Directors on the grant date.

SATCON TECHNGLOGY CORPORATION

Options under the Plans must be granted within 10 years from the
effective date of the Plan. Qualified options \’granted under the Plans
cannot be exercised more than |0 years from.the date of grant,
except that qualified options issued to 10% or greater stockholders are

" limited to five-year terms, All options granted under the Plans provide

for the payment of the Company's exercise price in cash, or by delivery
to the Company of shares of the Company’'s Common Stock already
owned by the optionee having fair market value equal to the exercise
price of the options being exercised, or by a combination of such

-methods of payment. Generally, the opticns vest and become exercis-
‘able ratably over a four-year period.

The Plans contain antidilutive provisions authorizing appropriate
adjustments in certain circumstances. Shares of the Company's
Common Stock subject to options that expire without being exercised

 or that are canceled asv*a result of the cessation of employment are

available for further grants.

A summary of the status of the Company's stock options as of September 3G,
presented below

2001, 2000 and 1999 and changes for the fiscal years then ended are

- 2001 2000 1999
: Weighted Weighted Weighted
MNumber of .  Average . Numberof. = ‘Average  Numberof  Average
: _ Shares Price Shares Price Shares Price
Outstanding at beginning of year..... 1,877,105 $00.89 1851227 % 806 820910 $9.58
Granted..... 1,172,600 ©10.93 820,050 16.62 1,604,000 7.03
Exercised... (88,484) 7.65 (701,774) 7.84 (455,600) 698
Canceled (248,148) 12.15 (52,398) 7.83 (118,083) 8.84
Outstanding-at end of year 2,713,073 $11.59 1,877,105 $11.89 1,851,227 $8.06
Options exercisable at yeér-end 897,580 $00.03 463,764 $ 926 840,560 $8.57
The following table summarizes information about stotk options outstanding as of September 30, 2001.
- ' Options Outstanding Options Exercisable
Weighted Weighted Weighted
Average Average Average
Range of Number Remaining Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable - Price
$ 500-% 638 248,391 7.12 $ 570, © 160,010 $ 570
$ 8.05-%1050.. 1,169,731 833 890 332231 877
$10.56-$13.38 .. 686,851 832 12,01 210,876 1153
$13.81-$20.63 554,600 - 8.4%9 17.52 171,088 17.56
$27.06-$31.25 53,500 8.83 3079 23,375 31,18
2,713073. 8.26 $11.59 897,580 1113

At September 30, 2001, an ‘additional 533248 shares were available
under the Plans for future grants.  ~

During 1999, the Company granted fuily vested and immediately
exercisable options to purchase 755,000 shares of the Company's
Common Stock to consultants at exercise prices ranging from $5.75 to
$10.00 per share, of which 300,000 stock options were granted out-
side of the Plans, The Company has recorded the fair value of the
options, as determined by the Black-Scholes option-pricing model, of
$2,152,277, to selling, general and administrative expenses during the
fiscal year ended September 30, 1999. As of September 30, 1999,

options to purchase 450,000 shares at an exercise price of $7.00 per
share were exercised. As of September 30, 1999, the Company
received $1,333,333 of cash on these exercises and the remaining
amount due from the stockholders is classified within stockholders' -
equity as amounts receivable from exercise of stock options. As of
September 30, 2001, options to purchase 750,000 shares at exercise
prices ranging from $5.75 to $10.00 per share have been exercised. As
of September 30, 200I the Company has received full payment on

" these exercises.
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(Continued)

During 2000, the Company granted 216,000 non-qualified stock
options to employees at an exercise price of $17.56 per share outside
of the Board approved Plans, which are included in the above table.

Warrants

On June 5, 1998, the Company issued to certain individuals, in set-
tlement of a claim asserted against the Company, Common Stock
Purchase Warrants to purchase up to 68,795 shares of the Company's
Common Stock, as amended, at an exercise price of $11.43 per share,
The value of these warrants was not material to the financial state-
ments. These warrants expired on November |1, 1999, unexercised.

On November |, 1998, the Company issued common stock war-
rants to purchase up to 67,125 shares of the Company's Common
Stock at an exercise price of $11.43 per share. The Company has
recorded the fair value of these warrants, as determined by the
Black-Scholes option-pricing model, of $56,362, to selling, general and
administrative expenses during the fiscal year ended September 30,
1999. These warrants expired on November | 1, 1999 unexercised.

On August 25, 1999, in connection with the $8 million private
placement of 8,000 shares of the Company's Series A Convertible
Preferred Stock, $0.01 par value per share, with Brown Simpson
‘Strategic Growth Funds (see Note L), the Company issued commaon
stock warrants to purchase up to 120,000 and 675,000 shares of the
Company's Common Stock at an exercise price of $7.80 and $854,
respectively. These warrants expire on August 25, 2003. The

Company has valued these warrants at $2,369,292, using the-

Black-Scholes option-pricing model. At September 30, 2000, 18,000
shares of the Company's Common Stock had been purchased at an
exercise price of $7.80 per share. On May 25, 2001, the Company
issued 675,000 shares of its Common Stock in connection with the

exercise of the warrant to purchase 675,000 shares of the Company’s -

Common Stock at an exercise price of $8.54 per share. The aggregate
gross proceeds to the Company as a result of the warrant exercised
was $5764,500. H.C. Wainwright & Co, Inc. received a commission of
$230,580 upon the exercise of these warrants. In connection with the
warrant exercise, the Company issued a new warrant to purchase
438,750 shares of the Company's Common Stock at an exercise price
of $16.70 per share. The new warrant has a term of three years. The
Company has valued this new warrant at $4,942,508 using the
Black-Scholes option-pricing model and has designated the warrant as
an equity instrument in accordance with EITF 00-19. At September 30,
200!, none of these warrants were exercised. On June |, 2001, the
Cornpany issued 102,000 shares of its Common Stock in connection
with the exercise of a warrant to purchase the Company’s Common
Stock at an exercise price of $7.80 per share. The aggregate gross
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proceeds to the Company as a result of the warrants exercised was
$795,600. In connection with the warrant exercises, the Company
issued new warrants to purchase 66,300 shares of the Company's
Common Stock at an exercise price of $16.70 per share. The new
warrants have a term of three years. The Company has valued these
new warrants at $707,036 using the Black-Scholes option-pricing
model and has designated the warrant as an equity instrument in
accordance with EITF 00-19. At September 30, 2001, none of these
warrants were exercised.

On October 21, 1999, in connection with an investment by MT, the
Company issued a warrant to purchase up to 36,000 shares of the
Company's Common Stock at an exercise price of $8.80 per share.
This warrant expires on October 21, 2003. On [anuary 31, 2000, in
connection with a second closing of this investment, the Company
issued an additional warrant to purchase up to 64,000 shares of the
Company's Common Stock at an exercise price of $8.80 per share.
This warrant expires on January 31, 2004, The Company valued the
warrants issued to MTI on October 12, 999 and January 31, 2000 at
$231,912 and $1,273,509, respectively, using the Black-Scholes
option-pricing model. At September 30, 2001, none of these warrants
had been exercised. At September 30, 2001, the Company has valued
these warrants at $234,699 and has designated the warrants as a liabil-
ity in accordance with EITF 00-19, as a result of the warrant holders
having rights that rank higher than those of common stockholders.
(See Note A) '

On November 16, 1999, in connection with the acquisition of cer-

-tain intellectual property, equipment and other assets from Northrop

Grumman Cerporation, the Company issued a warrant to purchase
up to 100,000 shares of the Company’s Common Stock at an exercise
price of $9.725 per share. The Company has valued this warrant
at $631,000 using the Black-Scholes option-pricing mode! and has
designated the warrant as an equity instrument in accordance
with EITF 00-19. As of September 30, 2001, all of this warrant had
been exercised.

On February 4, 2000, the Company issued to Northrop Grumman
Corporation an additional warrant to purchase up to 100,000 shares
of the Company's Common Stock at an exercise price of $9.725 per
share. This warrant is exercisable upon the occurrence of certain
defined events. As of September 30, 2000, this warrant is not
yet exercisable. This warrant expires on December 31, 2006. As of
September 30, 2000, the fair value of this warrant, using the
Black-Scholes option-pricing model, was $936,485, which will be added
to the purchase price of the assets acquired from Northrop Grumman
Corporation when it becomes exercisable, These warrants are desig-
nated as an equity instrument in accordance with EITF 00-19.
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Stock-based Compensation

During 2001, the Company accelerated the vesting schedule of a stock eption award in connection with an employee termination and récorded a
charge of $1 11,250 to selling,'general and administrative expenses, based on the intrinsic value of the stack options.

Had compensation cost for the Company's stock-based compensation been determined based on fair value at the grant dates as calculated in accor- -

dance with SFAS No. 123, the Company's net loss and loss per share for the fiscal years ended September 30, 2000, 1999 and 1998 would have been

mcreased to the pro forma amounts indicated below

20010 © 2000 ’ o 1999
- Net Loss Net Loss ) Net Loss
Attributable Attributable : Aftributable
to Common Loss Per - to Common Loss Per to Common Loss Per
Stockholders Common Share  Stockholders =~ Common Share  Stockholders  Common Share
AS 1EPOFEG uvrimrierrreresc s i $(24,264,423) $(1.65) $(13,047,033) $(1.03) $(14,392,657) $(1.57)
Pro forma.... b s $(29, 257 ,543) $(U 99) $(17,092,280) $(1.35)

The effects of applying SFAS No. 123 in this pro forma disclosure

are not indicative of future amounts. SFAS No, 123 does not apply -

to awards prior to 1996 and additional awards in future years
are anticipated.

The fair value of each stock optlon is est\mated on the date of the
grant using the Black-Scholes option-pricing:model with the following
weighted” average assumptions: an expected life of seven years,
expected volatility ranging from 96.6%.tc 125.0%, no dividends, and
risk-free interest rate ranging from 4.50% to 5.87% for the fiscal year
ended September 30, 2001(; an expected life of seven years, expected
“volatility ranging from 80.1% to 112.3%, no dividends, and risk-free
interest rate of 6.17% for-the fiscal year ended September 30, 2000;
and an expected life of seven years, expected volatility of 80.0%, no
dividends, and risk-free interest rate of 6.08% for the fiscal year ended
September 30, [999. The weighted average price of the. fair value of
options granted for the fiscal years ended September 30, 7_OO| 2000
and 1999 are $9.64, $14.05 and $5.21, respectively.

In March 2000, the FASB issued Interpretation No. 44, “Accounting
for Certain Transactions Involving Stock Compensation, an
Interpretation of APB Opinion Ne. 25.” This interpretation clarifies the
application of APB Opinion No. 25, including (a) the definition of
employee for purposes of applying APB Opinion No. 25, (b) the crite-
ria for determining whether a plan qualifies as a noncompensatory
plan, (¢) the accounting consequences of various modifications to the
terms of a previously fixed stock option or award, and (d) the

accounting for an exchange of stock compensation awards in a busi-

ness combination. The Interpretation is effective July I, 2000, and the
effects of applying the Interpretation are recognized on a prospective

basis. The adoption of this Interpretation did not have ‘a material .

“impact on the Company's financial condition or results of operations. .

Common Stock Offering

On October 30, 2000, the Company filed for a prIic offering of its
Common Stock. In connection with this offering, the Company

incurred $1,325,606 of equity financing costs as of March 31, 2001. On,

April 25, 2001, the Company announced that it would not proceed
with this public offering and the Company filed an amendment to the
registration statement it initially filed, converting the filing to a shelf
registration statement. Accordingly, the Company has expensed the
$17325,606 costs incurred associated with the initial registration state-
ment. On June |; 2001, the Company completed its shelf registration

$(15597,109) $(1.70)

statement and incurred an-additional $95,021 in expenses in connec-
tion with the shelf registration statement and has expensed these costs
as incurred during the three months ended June 30, 2001. - ‘
On June 6, 2001, the Company issued |,464928 shares of its
Common Stock at a price of $12.125 per share for gross proceeds of
$17,762,252. The Company incurred issuance costs of $671,679

* related tG this transaction.

L. PREFERRED STOCK

The Company is authorized to issue up to 1,000,000 shares of -

* Preferred Stock, $0.01 par value per share (“Preferred Stock'"). The

Preferred Stock may be issued in one or more series, the terms of -
which may be determined at the time of issuance by the Board of

- Directors, without further action by stockholders, and may include

voting rights (including the right to vote as a series on particular mat-

ters), preferences as to dividends and liquidation, ‘conversion and
redemption rights and sinking fund provisions.

On August 25,1999, the Company completed an $8 million private
placement of 8,000 shares of‘its Series A Redeemable Convertible
Preferred Stock, $0.01 par value per share (the "Series A Preferred
Stock”), with Brown Simpson Strategic Growth Funds (“Brown -
Simpson”). The Series A Preferred Stock was convertible into
1,025,641 shares of the Company's Common Stock;, $0.01 par value
per share (the "Common Stock™). :

In connection with the transaction, Brown Simpson also received
warrants to purchase up to 675,000 fully vested and immediately exer-
cisable additional shares.of Common Stock at $8.54 pef share (the
“Brown Simpson Warrants”). The Brown Simpson Warrants expire on
August 25, 2003, The Company has valued these warrants at
$.1.,818558 based on the fair value of these warran»ts,’ as.determined by
the Black-Scholes option-pricing model, and has recorded this amount -
as a discount to the Preferred Stock. In addition, the Company

" incurred direct costs of $1,338,234 in connection with this preferred

stock offering which have also been recorded ‘as a discount to the
Series A Preferred Stock.

H.C. Wainwright & Co,, Inc, ("H.C. Wainwright") served as place-
ment agent for the transaction and received a commission of $560,000
and warrants to purchase 120,000 shares of the Company's Common
Stock-at $7.80 per share. These warrants expire on August 25, 2003.
HC. Wainwright will also receive a future fee in the amount of 4% of
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any monies received by the Company upon the exercise of the Brown
Simpson Warrants. The Company has recorded the fair value of these
warrants, as determined by the Black-Scholes option-pricing model, of
$550,734 as a discount to the Series A Preferred Stock.

The Company valued the Series A Preferred Stock at issuance to be
$4,843,208 based on the relative fair market values of the financial

‘instruments issued in connection with this placement and net of offer-

ing costs. The Company was accreting the carrying value of-the pre-
ferred stock to its redemption value of $8,000,000 at August 25, 2003,
using the effective interest method.

On March 7, 2000, the preferred stockholders elected to convert all
8,000 shares of the Series A Preferred Stock into 1,025,641 shares of

- the Company’s Common Stock, which resulted in the accretion of an

" receivable and unbilled contract costs and fees at the end of a fiscal vear, were as follows:
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additional $3,105,888 of the discount on the redeemable preferred
stock during the fiscal year ended September 30, 2000.

In November 2000, the Emerging Issues Task Force issued EITF 00-27,
"Application of Issue No. 98-5 to Certain Convertible Instruments,”
which provides guidance on the calculation of a beneficial conversion
feature on a convertible instrument. Based upon the guidance provided
in E[TF 00-27, the Company has determined that the redeemable pre-
ferred stock issued in August 1999 and converted into the Company’s
Common Stock in March 2000 had a beneficial conversion feature of
$1,940,798. Under the guidance of EITF 00-27, the Company is
required to record the beneficial conversion feature of $1,940,798 as a
cumulative effect of a change in accounting principle upon adoption
during the fiscal year ended September 30, 2001.

M. SIGNIFICANT CUSTOMERS

Significant customers, defined as those customers that account for 10% or more of total net revenue in a fiscal year or 10% or more of accounts

Percentage of
Accounts Receivable
and Unbilled Contract
Costs and Fees at
September 30,

Percentage of Total Révenue
For the Years Ended September 30,

Customer 2001 2000 1999 2001 2000

U.S. government:; -
US. Department of Defense * * 20.6% * 10.3%
U.S. Department of Energy.... * I'1.5% T * *

APPlIEd MELEIALS ..cocrcoeercet st ssminn s s s * 10.6% ) * * 223%

*Less than 10%

N. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

MNon-Cash Investing and Financing Activities

For the Years Ended September 30,

2001 2000 1999
Accretion of redeemable convertible preferred stock discount $ 1,940,798 $ 3,105,888 $ 50,904
Acquisition of equipment under capital leases......... $ 324,143 — $ 49813
Contingent obligation to Class D preferred stockholders of Beacon Power Corporation $(5,793,879) 3 484764 $5,309,1 15
Conversion of redeemable convertible preferred stock to common stock — $ 8,000,000 —
Common stock held in escrow issued in connection with settlement agreement - — $ 190,191
Valuation adjustment for common stock held in €SCrOW ..., —_ $ 257,160 $ 238,409
Warrants issued in connection with MTI investment — $ 1,505,421 —
MTI warrant received in connection with MTl investment. —_ $ 3,495,438 —

Valuation adjustment for warrants to purchase common stock.
Net gain on investment in Beacon Power Corperation......
Contingent obligation to common stock warrant holder:
Retirement of treasury Shares ...
Distribution of Beacon Power Corporation common stock.

$(1,896,798)  $(1,021725) —
$10,779,224 — —
$ 234,699 — —
$ (249,704) — -
$(2,963,240) —

Change in unrealized gain on marketable securities.........

$ 10380

$ 26,367 —




Net cash paid for the acquisitions of Inductive Components Inc.,
Lighthouse Scftware, Inc, HyComp, Inc., Ling Electronics, Inc... certain
intellectual ‘property, equipment and other assets from Northrop
Grumman Corporation.and Inverpower Controls Ltd. was as follows:

For the Years Ended September 30,
2001 . .2000 1999

Fair value of
assets acquired

Cost in excess of net

. assets of companies

$3,026,638 - $ 11200265 §1,742812

acquired, Net s 2,695,992 3754510 389,079
Liabilities assumed, |

including .

transaction Costs .. (1,805,030) (2,476,383) (567.215)

Fair vafue of common -
stock issued ...

(3,917,600)  (12.408792) - (568,800)
$ 100,000 $ 70000 $ 995876

“Cash paid......

Less: Cash acquired .. (310,427) (45,946) S
Net cash (received) paid - ’ .
for the acquisitions......... $ (210,427) 3 24054 % 995,876

Interest and Income Taxes Paid
Cash paid for interest-and income taxes was as follows!

For the Years Ended '
September 30,
2001 2000 1999

Interest '$104,994 $3,176 - 3115692

Income taxes... . — : —_ — —

©. ACQUISITIONS

Inductive Components, Inc. and Lighthouse Software, Inc.

"On January 4, 1999, the Company's MagMotor subsidiary acquired B

substantially all of the assets and assumed certain liabilities 'oflnductive
Component’s, Inc. and Lighthouse Software, Inc., pursuant to the terms
of an Asset Purchase Agreement, dated January 4, 1999, among
MagMotor, the Company, Inductive Compbnénts, Inc., Lighthouse
Software, Inc. and Thomas Glynn, the sole stockholder of Inductive
Components, Inc. and the majority stockholder of Lighthouse

Software, Inc. The aggregate consideration paid by the Company for -

" the acquired assets of Inductive Components, Inc. and Lighthouse
Software, Inc. was 100,000 shares of the Company's Commori Stock,
valued at $5.6875 per share or $568,750. In addition, the Company
assumed indebtedness of approximately $246,000. The Company has
included in its consolidated results of operations the' acquisition of
Inductive Components, Inc. and Lighthouse Software, Inc. under the
purchase method of accounting. The purchase price has been allocated
as follows:

Inventory . $ 50,000

- . Property and equipment.. 100,597
Intangibles ' 275,000

- Goodwill ' B 389,079
$814,676

. SATCON TECHNOLOGY CORPORATION ’

_The pro forma financial information has not been presented, as the
acquisitions of Inductive Components, Inc. and Lighthouse Software,

-Inc. are not material.

Hycomp, Inc. v

On April 12,1999, the Company executed an agreement to pur-
chase substantially all of the assets and assume certain liabilities of
HyComp. Inc. (“HyCompA”). This agreement was dated March 31, [999
and was by and between HyComp and HyComp Acquisiticn Corp,, a
wholly-owned subsldia;’y of the Company. The aggregate consideration
paid by the Company for the acqlired assets of‘HyComp consisted of
(i) $750,000 in cash; (i) the assumption of certain liabilities and obliga-
tions of HyComp in the amount of approximately $422,000; (i) trans-
action costs of $95,000: and (iv) a 5% royalty to HyComp on certain-
sales through April 12, 2000. At September 30, 1999, the Company
has recorded $50,000 of accrued royalties. The Company has included
in its consolidated results 'of operations the acquisition of HyComp
under the purchase method of accounting. The purchase price has
been allocated as follows: . : :

Accounts receivable.. $ 38,556
Inventory ... 318,359
Deposits...... . 19,800
Property and eQUIPMENT ..o 940,500

' ' $1,317,215

The pro forma financial information has not been presented as the
acquisition of HyComp is not material.

Ling Electronics, Inc. _
On October 21, 1999, the Company acquired Ling Electronics, Inc.

" and Ling Electronics;-Ltd. (collectively, “Ling Electronics”) from MTL. in

consideration for the acquisition of Ling. Electronics, MT! received
$70,000 and 770,000 shares of the Company's Common- Stock valued

&t $9.8438 per share or $7,579,726. In addition, the Company incurred

approximately $177,000 of legal, accounting, consultation and filing
fees as a cost of this transaction. The purchase price of the acquisition

-has been allocated as follows:

Cash and cash equivalents... $ 45946
" Accounts receivable. 1,937,023
INVENLOrY oo T SO 3,127,991
Prepaid expenses and other assets... | 260,239
Property and equipment. ... ~ 250,000
Goodwill , - 3754510
ACCOUNES PAYADIE vt sttt - (641,687)
- Accrued payroll and payroll related expenses. T (334,129)
DEferred EVENUES wevmmmemsmmens st . (13,500)
Other accrued expenses (560437)
' $7.826,356

[—————
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The following unaudited pro forma financial information combines
SatCon and Ling's results of operations as if the acquisition had taken

place on October [, 1998. The pro forma results are not necessarily-

indicative of what the results of operations actually would have been if
the transaction had occurred on the applicable dates indicated and are
not intended to be indicative of future results of operations.

For the Years Ended

September 30,
(unaudited) 2000 1999
Revenue $ 30,194,618 $ 23,849,881
Operating loss... $ (9,822,203) 3(11,316,689)
Net 0SS $(10,260,029) $(15.881,125)

Net loss attributable to
commaon stockholders. .

Net loss.per share, :
basic and diluted e $

$(13,365,917)  $(15932029)

(.08 5 (160)

Northrop Grumman Corporation

On November 16, 1999, the Compahy purchased certain intellec-
tual property, equipment and other assets from Northrop Grumman

Corporation ("NGC"). These assets were used by NGC in connection

with its power electronics product business. The Company is amortiz-

ing the purchase price allocated to completed technology on a
straight-line basis over a 10-year period. The Company is depreciating

‘the purchase price allocated to property and equipment on a straight-
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line basis over a |0-year period. The Company also entered into (i) a
sublease with NGC pursuant to which it agreed to a five-year sublease
for approximately 14,863 square feet of rentable space in-the
Baltimore, Maryland area and (ii) ‘a three-year Transition Services
Agreement providing the Company access to certain test facilities and
personnel of NGC on a fee basis. In consideration for these foregoing
assets and agreements, NGC received 578,761 shares of the
Company's Common Stock valued at $8.3438 per share or
$4,829.066. In addition, the Company issued to NGC a warrant to
purchase an additional” 100,000 shares of the Company's'Common
Stock at an exercise price of $9.725 per share. The Company has
recorded the fair value of this warrant, as determined by the
Black-Scholes option-pricing model, of approxim‘ately $631,000 and
approximately $119,000 of legal, accounting, consultation and filing
fees as a cost of this transaction. On February 4, 2000, the Company
issued to NGC an additional warrant to purchase 00,000 shares of
the Company's Common Stock at an exercise price of $9.725 per
share. This warrant is exercisable upon the occurrence of certain
defined events, none of which had occurred as of September 30, 2000.
The purchase price of the asset purchase has.been allocated as follows:

IVEIIEOIY o s $1,206,000
Property and equipment. . 1,091,643
Intangibles:

Completed technology ... $3,142,882

Transition services agreement.... ' 101,542

Favorable lease ... 36,999 ‘
Total intangibles 3,281,423

$5.579,066

Statements

The pro forma financial information has not been presented, as this
transaction is the purchase of assets rather than as a business combi-
nation. The Company has determined that this transaction was the
acquisition of assets and not the acquisition of a business as this busi-
ness ceased operations more than [2 months pricr to this acquisition
of assets, the Company did not acquire facilities, employees or cus-

" tomer base and there is not sufficient continuity of the acquired

entity's operations prior to and after the transaction.
For the fiscal year ended September 30, 2001 and 2000, the

‘Company recognized $239,532 and $413,99 1. respectively, of revenue,
" primarily related to funded research and development arrangements,

from NGC. At September 30, 2001 and 2000, the Company had
$64,437 and $62,492, respectively, of accounts receivable and unbilled
contract costs and fees from NGC.

Inverpower Controls Ltd.

On July 13, 2001, the Company acquired substantially alt of the assets
and assumed certain liabilities of Inverpower Controls Ltd., a corpora-
tion based in Burlington, Ontario, Canada (“Inverpower"). Inverpower
is.a manufacturer of power electronics modules and advanced high-
speed digital controls for use in industrial power-supply, power conver-
sion and power quality systems. The acquired assets, including plant,
equipment and other physical property, were used by Inverpower in
connection with its power electronics and controls business.

In consideration for the acquisition of Inverpower, SatCon paid
$100,000 in cash and issued 400,000 shares of its Common Stock,
$0.01 par value per share.

The aggregate purchase price of $4,351,160 consists of $100,000 of
cash, Common Stock valued at $3,917,600 and transaction costs of
$333,560 and has been allocated as follows:

Current assets $ 2425865
Fixed assets and other long term assets 440,773
Developed technology...... 260,000
Goodwill ' 2695992

" Liabilities assumed ... (1,471,470)
$ 4,351,160




SATCON TECHNOLOGY CORPORATION

* The unaudited pro forma information combines (l) the historical statement of operations of SatCon for the fiscal-year ended September 30, 2001 and
the historical statement of operations of Inverpower for the period August |, 2000 to-July 13, 2001 and (2) the historical statement of operations of
~ SatCon for the fiscal year ended September 30, 2000 and the historical statement of operations of Inverpower for the fiscal year ended July 31, 2000.
All financial information for |nverpower is presented in U S. dollars and is presented in accordance with accounting principles general)y accepted in the

United States.”

For the Yéar Ended September 30, 2001

SatCon Inverpower Pro Forma Pro Forma

(unaudited) Historical Historical - Adjustments Combined
Revenue: C C : .
Product revenue . $ 30,779,861 $ 3,824,000 $ — $ 34,603,861
Funded research and development and other revenue 10,904,375 —_ - 10,904,375
TOTA) PEVENUE oo s e e e e e 41,684,236 3,824,000 — 45,508,236
Operating costs and expenses: : ' ) ‘
COSt OF PrOGUGT FEVENUE ...cccomrrimrsesrrsicssiersammmsinesssmessesst et sssssressssemsests e ' 27,827,909 4,215,000 —_ 22,042,909
_Research and development and other revenue expenses: . T : o

Funded research and development revenue 7,445,625 . — - 7,445,625

Unfunded research and development ¢ expenses . 6,228,901 1,412,000 —_— 7,640,901
. Total'research and development and other revenue expenses 13,674,526 1,412,000 .. —_ 15,086,526
Selling, genera\ and administrative expenses.... 13,593,197 . 1,642,000 - —_— 15,235,197
Write-off of public offering costs... 1,420,627 . L - : _— 1,420,627
Amortization of intangibles........ 1,362,365 . . 134,000 (84,000)(1) 1,402,365
Total operating expenses. 57,878,624 7,403,000 (84,000) 65,197,624
Operating foss (16,194,388) (3,579,000) 84,000 (19,698,388)
Other income/(losses), net (1,480,190) (81,000) - (1,5610,190)
Interest iINcome ... 688,593 28,000 —_ 716,593
Interest expense (104,994) (1,035,000) - (1,039,994)
Net loss before equity loss from Beacon Power Corporation : o

and cumulative effect of changes in accounting principles (17,090,979) (4,667,000) 84,000 (21,673,979)
Equity loss from Beacon Power Corporation (5,065,034) - C - - (5,065,034)
Net loss before cumulative effect of changes in accounting principles.. (22,156,013) (4,667,000) 84,000 (26,739,013)
Cumulative effect of changes in accounting principles (167,612) — (167,612)
Net 1055 wvvreericnmneen - .......... R - $(22,323,625)  $(4,667,000) 84,000 $(26,906,625)
Cumulative effect of change in accounting principle (1,940,798) - - (1,940,798)
Net loss attributable to common stockholders $(24,264,423)  $(4,667,000) © . $ 84,000 $(28,847,423).
Net loss before cumulative effect of changes in accounting principles ) : ; ‘ ] .

per weighted average share, basic and dlUted . e $ (1.50) $ {1.78)
Cumulative effect of changes in accounting principles per ' -

weighted average share, basic and diIUTEd ..l s ‘o {0.14) {0.14)
Net loss per weighted average share, basic and diluted ... e $ (1.65). $ - (1.92)°
Weighted average number of common shares, basic and diluted ’ 14,665,683 3%,66'7 14,982,350

35




Notes to Consolidated Financlial Statements

{(Continued)
For the Year Ended September 30, 2000
SatCon Inverpower Pro Forma Pro Forma
(unaudited) ‘ Historical Historical Adjustments Combined
Revenue: : '
ProdUCt FEVENUE ..o rrsnscssrssesscsessnss ‘ $22427428  $ 7870000 $ 30,297428
Funded research and development and other revenue 8,627,601 — 8,627,601
Total revenUe ... eeerer e senese i 31,055,029 7,870,000 — 38,925,029
Operating costs and expenses:
Cost of product revenue.....omm. s 19,069,192 9,367,000 28,436,192
Research and development and other revenue expenses: :
Funded research and development expense........ N 6,847,439 — 6,847,439
Unfunded research and development and other revenue expenses. ... SO, 3453326 909,000 4362326
Total research and development and other revenue expenses 10300765 909,000 ) — 11,209.765
Selling, general and administrative expenses.........u.. 9,969,580 2,500,000 12,469,580
Amortization of intangibles. ... S— 1,217,490 43,000 9,000 (1) 1,269,490
Total operating costs and EXPENSES.......mmmmmcmmmmm: 40,557,027 12,819,000 9,000 53,385,027
Operating loss (2.501,998) - (4,949.000) .(5.000) (14,459,998)
Other INCOME, NEL v 989 1,390,000 1,399,891
INTErEST INCOME woconvtrctsisrrnsresssssssssmessissmssersssnsecte 453631 39,000 492631
Interest expense....... . (3.176) (856,000} (859,176}
Net loss before equity loss from Beacon Power Corporation.... (3,041,652) (4,376,000 (9,000) (13,426,652)
Equity loss from Beacon Power Corporation. . (899.493) — . (899,493)
Net loss e e (9,941,145)  (4376,000) (5.000) (14.326,145)
(3.105,888) — (3,105,888)
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Net loss attributable to common stockholders....

$(13,047.033)  $(4376000) 3 (9.000) $(17,432,033)

Net loss per weighted average share, basic and diluted .. ORI % (1.03) $ (1.34)
Weighted average number of common shares, basic and diluted ............ SRR 12,629,822 400,000 (2) 13,029,822

The following is a summary of adjustments reflected in the unaudited pro forma combined consolidated statements of operations for the fiscal years

ended September 30, 2001 and 2000:

(1) Represents amortization of developed technology associated with the acquisition of Inverpower, which is being amortized. on a straight-line basis
over a 5-year period, or $50,000 for the period August |, 2000 to july 13, 2001 and $52,000 for the fiscal years ended September 30, 200! and
2000, net of the elimination of amortization expense related to certain assets not assumed in the acquisition. In accordance with SFAS No. 142,
“Goodwill and Other Intangible Assets,” goodwill is not being amortized. ‘

(2) Pro forma loss per share has been computed using the weighted average shares of common stock outstanding adjusted for the issuance of 400,000
shares in connection with the acquisition. ' ‘ '

P. LOSS PER SHARE

The following is the reconciliation of the numerators and denominators of the basic and diluted loss per share computations:

For the Years Ended September 30,
2001 2000 ©1999

Net loss attributable to common shareholders before cumulative
effect of changes in accounting principles .

‘ $(22,156,003) - $(13,047033)  $(14,392,657)
Cumulative effect of changes in aCCOUNTING PPNCIPIES .vevwercrvonrcsrermerssssissis s s

(2,108,410) — —

Net loss attributable to common shareholders... e 1 1 s $(24,264,423)  $(13,047,033)  $(14,392,657)
Basic and diluted: ,
Common shares outstanding, beginning of year.. 13,796,685 9,529,649 8,990,249
Weighted average common shares issued during the YEar ..o 868,998 3,100,173 200017
Weighted average shares repurchased during the year... L — — (14,225)
Weighted average shares outstanding—basic and diluted 14,665,683 12,629,822 9,176,041
Net loss attributable to common shareholders before cumulative effect of v
changes in accounting principles per weighted average share, basic and diluted. ... $ .Sty % (103) % (1.57)
Cumulative effect of changes in accounting principles per weighted average share, basic and diluted........ (©.14) — —
Net loss attributable to common shareholders per weighted average share, basic and diluted.....c..e.. $ (1.63) % (103) % (1.57)




For the fiscal years ended September 30, 2000 and 1999, 44,500
and 28,300 common shares, respectively, were excluded from comimon
shares outstanding as they were held in treasury. For the fiscal year
‘erded September 30, 1999, 42,860 common shares were excluded
from common shares outstanding as they were held in escrow.

. At September 30, 2001, 2000 and 1999, options and warrants to

purchase 3,418,123, 2,854,105 and 2,782,147 shares of common stock, .

respectively, were excluded from the diluted weighted average com-
mon shares outstanding as their effect would be antidilutive,

Q. SEGMENT DISCLOSURES

The Company's organizational structure is based on strategic busi-
ness units that perform services and offer various products to the
principal markets in which the Company's products are sold. These
business units equate to three reportable segments: Applied
Technology, Power Systems and Semiconductor Products. '

,

‘SATCON TECHNOLOGY CORPORATION

The Company’s Technology Center and its Electronic Power
Products operation in Maryland perform research and development
services in collaboration 'with third parties. The MagMotor Division,
Ling Electronics and Advanced Fuel Cell Power products operations
specialize in the engineering and manufacturing of power systems. Film
Microelectronics, Inc. designs and manufactures- semiconductor prod-
ucts. The Company's principal operations and markets are located in
the United States. : ‘

The accounting policies, of each of the segments are the same as
those described in the summary of significant accounting policies. The
Company evaluates performance based on revenue and profit and loss
from operations before income taxes, interest 'income, interest

_ expense, other income and loss, loss from Beacon Power Corporation,

unrealized loss on warrants to purchase common stock and cumulative

effect of change in accounting principle, excluding the effects of the -

write-off of the public offering costs and amortization of intangible
assets associated with acquisitions. Common costs not directly attrib-

_utable to a particular segfnent are allocated among segments based on

management's estimates.

The following is a summary of the Company's ope’ratio_ns‘ by operating segment:

For the Years Ended September 30,

Applied Technology:

Product revenue
. Funded research and development and other revenue

Total revenue

Loss from operations, net of amortization of intangibles

Power Systems:
Product revenue

Loss from operations, net of amortization of intangibles ...

Semiconductor Products:
Product revenue

Loss from operations, net of amortization of intangibles

Consolidated:
Product revenue
Funded research and development and other revenue

Total revenuUe .., RSO P

Loss from operations, net of amortization of intangibles
Amortization of intangibles

Operating 108S ... .
Other income (loss)...
“Interest income........
Interest expense

Net loss before equity loss from Beacon Power Corporation and cumulative ‘
effect of changes in aCCOUNTING PrINCIPIES ..ot

$79.041,652)

20010 2000 1999 -

— 5 31486 —

$ 10,904,375 8627601 $ 6355383

$ 10,904,375  $ 8659087. S 6,355,383

$ (4,632,917) '$(3838907) $ (6577.012)

$ 20,063,556 314098546 . 2816413

$ (7,656,522) $(1559792)- $ (755272)

 $ 10,616,305  $82973% % 6306085
©§.(2,542,584)  $(2885809) § (2073946)

$ 30,779,861  $22427428 § 9,122498

10,904,375 8,627,601 6,355,383

........................... $ 41,684,236  $31055029  $ 15477,88]
................ $(14,832,023) $(8284508) $ (9,406,230)
................. (1,362,365) (1,217,490) (371,087)
......................... $(16,194,388) (9.501,998) (5.777317)
........................ (1,480,190) © 9891 . (150464)
688,593 453631 42,287

(104,994) (3.176) (115692)

$(17,070,979)  $ $(10,001,186)
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(Continued)
The following is a summary of the Company's total segment assets The Company operates and markets its services and products on a
by operating segment: worldwide basis with its principal markets as follows:
» Se@ember 0. For the Years Ended September 30,
2001 2000

2001 ~ 2006 1999

Applied Technology:

SEEMENT ASSELS wvrererervsmorrme $29,223,708  $18,464,754 Revenue by
Power Systems: . geographic region:

’ United States $35,603,129 $27,701844 $14,627,000
Segment assets . 21,835,106 13,783,418 v
Semiconductor Products: ’ ~ Rest of world....ee 6,071,107 3,353,185 850,981
Segmenfn ASSELS Lovternensnresmeenssmessess reanens 2,987,749 9,765,354 Total revenue. ... $40,684,236 $31,055029 $1547798l
Consolidated: . )
Segment assets s 61,046,560 42,013526
Investment in Beacon
Power Corporation ... 7,152,984 —
Warrants to purchase ’ : :
COMMON SEOCK eerrivivrnsvcrrimssminccenreesnions 576,915 2473713
TOtAl BSSELS s s $68,776,459  $44,487239
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Report of Independent Public Accountants

To the Board of Directors of -
SatCon Technology Corporation:

We have audited the accompanying consolidated balance sheets of
SatCon Technotogy Corporation and its subsidiaries (the Company) (a
Delaware corporation) as of September 30, 2001 and 2000 and the

_related consolidated statements of operatlons changes in stockhold-
ers' equity and comprehensive loss and cash flows for each of the
three years in the pericd ended September 30, 2001. These ﬂnanmal
statements are the responabxhty of the Company's management Our,
responsibility is to express an opinion: on these financial statements -
based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about

“whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the -
amounts and disclosures in the financial statements. An. audit also

includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reason-
able basis for our opinion.

in our opinion, the financial statements referred to above present

fairly, in"all material respects, the financial position of SatCon Technology .

Corporation and its subsidiaries as of September 30, 2001 and 2000
and the results of their operations and their cash flows for €ach of the
three years in the period ended September-30, 2001 in conformity
with auditing standards generally accepted in the United States. -

ARTHUR ANDERSEN LLP

\

Boston, Massachusetts

- December 4, 200
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Market tor on. Equity
and Related Stockholder Matters

Reglstrant's Lcomm

Qur common stock is publicly traded on the MNasdag National
Market under the symbol “SATC.”

The following table sets forth the range of high and low sales prices
of our common stock as reported on the Nasdaq National Market for
our fiscal years ended September 30, 2000 and 2001:

High Low

Year Ended September 30, 2000

First Quarter ... s $ 1044 % 731

Second Quarter . 4475 - 8.00

Third Quarter... 2881 10.50

Fourth Quarter, 41.00 23.50
Year Ended September 30, 2001

First Quarter $36.75 $8.00

Second Quarter ... 15.50 8.69

Third Quarter... 18.50 8.510

Fourth Quarter.... 10.90 4,70

SATLUN TELANLLULT LURFURATIUIN

On January 9, 2002, the last reported sale price of our common
stock as reported on the Nasdaqg National Market was $6.10 per share.
As of January 9, 2002, there were 16,539,597 shares of our common
stock outstanding held by approximately 206 holders of record.

INDUSTRY SEGMENT INFORMATION,
FOREIGN REVENUES AND DISTRIBUTION

OF PRODUCTS

For industry segment information relating to revenues from external
customers, profit and loss and total assets and for financial information
about revenues from geographical regions, see Note Q to our
Consolidated Financial Statements appearing elsewhere in this Annual
Report. We perform our research and development services primarily
through our employees. Power systems and semiconductor products
parts are sold by both our internal sales personnel and through
third-party distributors. :

DIVIDEND POLICY

We have never paid cash dividends on our common stock. We cur-
rently intend to retain earnings, if any, to fund the development and
growth of our business and do not anticipate paying cash dividends for
the foreseeable future. Paymerit of future cash dividends, if any, will be
at the discretion of our board of directors after taking into account
various factors, including our financial condition, operating results, cur-
rent and anticipated cash needs and plans for expansion.
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